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Financial Highlights 


(Amounts in millions except per share data) 


1999 1998 1997 
Net Sales-Core Operations $1,471.9 $1,463.4 $1,453.5 
Pre-Tax Income from Core Operations $178.1 $131.8 $79.9 
As a Percent of Sales 12.1% 9.0% 5.5% 
Income (Loss) from Continuing Operations $130.2 ($149.2) $85.9 
Diluted EPS from Continuing Operations $1.76 ($2.00) $1.13 
Net Income (Loss) $135.9 ($183.6) $261.0 
Diluted Earnings per Share $1.84 ($2.46) $3.45 
Weighted Average Diluted Shares Outstanding 73.8 74.6 vows 
Net Cash Flow from Operating Activities $137.3 ($72.7) $236.4 
Total Assets $2,492.6 $2,573.8 $3,769.4 
Total Liabilities $2,336.0 $2,486.2 $3,301.5 


Total Shareholders’ Equity $156.6 $87.6 $467.9 
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“As we look ahead, 

we see bright opportunities 

in every area of our business. 

Our employees are acquiring 

new skills and capabilities 

to help them deliver on our growth and 


productivity commitments in 2000 and 
hevond. They are talented, motivated, 
committed and Want {0 Win” 


and Chief Executive Officer 


I am pleased with the significant 
accomplishments that have occurred at Grace 
during my first year as chief executive officer. 
In 1999, Grace's pretax income from core 
operations grew 35%, a three percentage point 
margin improvement over 1998. Adjusted 


earnings per share grew 35%. 


In addition to solid financial performance, we 
took important steps to position the company 
to grow and be more productive in the future. 
We made progress on the management of 
Grace's legacy issues. We completed the 
relocation of the company headquarters to 
Columbia, Maryland, reinforcing our change 
from a holding company to an operating 
company. We began creating a culture where 
higher expectations are the norm and people are 


recognized for their contributions. 


The performance of Grace's stock was a 
disappointment in 1999. We are redoubling our 
efforts in 2000 to communicate the change 
underway at Grace to the financial community. 


We are creating a company capable of delivering 


consistent financial performance year after year. 
Once this change is understood, I believe that 


our stock price will respond. 


PRODUCTIVITY 


We completed the productivity initiatives that 
we committed to at the beginning of last year. 
The salaried workforce was reduced by 
consolidating functions as part of our drive to 
improve administrative and operating 
effectiveness. Materials management and 
manufacturing improvements were key to 
achieving 4.4% productivity improvement. And 
most important, we launched our “Six Sigma” 
initiative, which will sustain our productivity 


gains in the future. 


GROW 


Achieving the growth goal we 

set for ourselves in 1999 

proved more difficult. Four of 

our six product groups 

showed their ability to grow. 

Construction chemicals in 

particular had a strong year due to growth in 
their markets and continued penetration of new 
and value-added products. Unfortunately, 
market conditions for fluid cracking catalysts 
and container sealants more than offset the 
growth in other businesses. Our revenue growth 
in 1999 is not indicative of either our activity 
level or the progress we made toward our 


growth objectives. 


Our commercialization process has been 
improved, resources have been prioritized, and I 
expect solid internal growth from each of our 
business segments in 2000. Although I would 
have liked to have closed more acquisitions or 
joint ventures in 1999, I am also confident 
about the robust business development process 


that we have installed. Talent and energy have 


“We launched our 
Six Sigma initiative 
Which will sustain 
our productivity 
gains into the 
luture.” 


LETTER TO OUR SHAREHOLDERS 


been applied to this important growth vehicle. 
Acquisitions, alliances and joint ventures will be 


an important part of our success in 2000. 


TALENT ee 


We instituted a new human resource review 
process in 1999. We use this process to match 
talent with the needs identified in our strategic 
and operating plans. Where a talent gap is 
identified and cannot be filled from inside 
Grace, we have gone outside the company to 
attract talented and experienced individuals to 


help drive our performance. 


Ultimately, it’s the people at Grace, veterans and 
newcomers alike, working together, who will 
make us successful. When I came here, I found 
talented and motivated people who wanted to 
win, We are combining this will to succeed with 
new skills and tools and a corporate 
commitment to life-long learning so that people 


at Grace will be able to compete with anyone in 


the world. 


In addition to our growth and productivity 
accomplishments of 1999, I am equally proud 
of the steps we have taken to change into a 
more effective, fully integrated operating 
company. In 1999, we adopted a vision that 
unites every single person at Grace. We share 
common values that are the basis for our 
actions. We are breaking down barriers between 
people and functions that have slowed us down 
and kept great ideas from getting the attention 
they deserve. 


Best practices are beginning to be shared 
quickly so that people across Grace are 
constantly challenged to use new ideas and 
technology like the Internet to improve our 
performance. “Not invented 
here” is no longer an 
acceptable response to new 
ideas. Where we find 
bureaucracy we take pleasure 
in breaking it down. By 
encouraging our people to 
share ideas, knowledge and 
insights, we are turning 
individual strengths into 


organizational strengths. 


We are raising expectations for individuals, 
teams, and businesses, and holding people 
accountable. Incentive programs are being 
driven deeper into the organization than ever 
before to insure that people are recognized and 
rewarded for their accomplishments. We 
encourage people to take reasonable risks and 
not to be afraid to fail, for some of the most 


important lessons are learned from failure. The 


net result of these programs is a group of highly 


motivated people whose goals are aligned with 


those of our shareholders. 


“Acquisitions, 
alliances and 
joint ventures 
will be an 


important part of 
Our sucess iN 
2000.” 


By looking at the world through new eyes, the people of Grace are 
discovering innovative products, more efficient processes, and higher 
standards of quality. 


LETTER TO OUR SHAREHOLDERS 

“We are 
contident 

that the future 
holds great 


EMIRONME 


In 1999, our businesses laid the foundation 


NATTY AN mV for future success. There is no complacency 

| i | i P. ) 
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at Grace. We understand how competitive promise ” 
Grace continues to improve its environment, the business environment has become. We ai 
health and safety performance. In 1999 we are responding to higher expectations to 
y F § 8 

reduced the number of accidents by 23% and deliver the kind of results that our 
continued to reduce emissions to the shareholders deserve. We are confident that 


environment. Through Grace’s Commitment to __ the future holds great promise for Grace, 


Care® Program, we benchmark ourselves and we thank you for sharing in that future 
against the leaders in the chemical industry, to with us. 


make certain our Environment, Health and 

pepapgons cella aul J. Nor 

Safety program is at the forefront of our peers. ill J. | 01 I I 
Chairman, President 


At the same time, we are responsibly managing 


amid Chief Executive Officer 


Grace's environmental and asbestos legacies 


that emanated from past businesses. During 


1999, significant media attention focused on a 


former Grace mining operation in Libby, 


Montana that closed in 1990. At that location, 


regrettably, some employees and their families 


were exposed to asbestos that occurred 


naturally in the mineral deposit Grace was 


mining. Several regulatory agencies are 


reviewing this situation. We are cooperating 


with them and will respond appropriately. 


LOOKING AHEAD-NEW BYES 
SEE A BRIGHT FUTURE 


As we look ahead, we see bright opportunities 


in every area of our business. Our employees are 
acquiring new skills and capabilities to help 
them deliver on our growth and productivity 


commitments in 2000 and beyond. 


Davison Chemicals 


1999 Sales $724.3 million 
Headquarters: Columbia, Maryland 
Employees: 2,800 


Key manufacturing sites: Lake Charles, LA; 
Curtis Bay, MD; Cincinnati, OH; 
Chattanooga, TN; Aiken, GA, U.S.A; 
Sorocaba, Brazil; Valleyfield, Canada; Worms, 
Germany; Kuantan, Malaysia 


Catalysts that improve the yield and 
performance of petroleum, petrochemical and 
chemical products. Major product groups are 
Refining Catalysts and Chemical Catalysts. 


Silica Products 


Silica gels and molecular sieve adsorbents that 
enhance manufacturing processes and end- 
products in a wide range of industrial and 


consumer applications. 


1999 Highhohts 


¢ 


Achieved earnings growth of 16% on consistent sales 


Announced initial commercialization of Atlas™, Aurora”, NEXUS™, 
and GOAL™ fluid cracking catalyst families into high technology 
market segments 


Introduced GSR® and GFS-2000™ catalyst technologies for the 
reduction of sulfur in gasoline 

Introduced novel sub-micron SYLOJET® silica gels, which offer better 
ink absorption than current technology for glossy photo-realistic 
media 

Introduced new SYLODENT® XWA® whitening products for toothpaste 
in response to market demand for higher cleaning dentifrice products 
Achieved strong growth in silicas in Asia/Pacific region 

Implemented new leadership and organizational structure for 
silica/adsorbents product line 

Implemented Six Sigma quality initiatives 


SALES BY REGION 


Wy North America 49.2% 
{Europe 35.8% 

Hil Asia/Pacific 10.1% 
Bi Latin America 4.9% 


SALES BY PRODUCT GROUP 


Hl Refining Catalysts 
$406.3 million, 56.1% 

(Chemical Catalysts 
$112.1 million, 15.5% 

[i Silica Products 

$205.9 million, 28.4% 


Relining Catal 


Market Segments 


Fluid cracking catalysts and 
additives used by oil refineries to 
produce gasoline and other 
petroleum-based products 
Hydroprocessing catalysts used to 
upgrade refining feedstocks and 
fuels 


Fundamental Strengths 


Silica/alumina material science 
Applications technology 

Global infrastructure 
Manufacturing efficiency 
Value-added product development 
and technical service 


Growth Opportunities 


Introduction of new value-added 
products to penetrate high 
technology refining niches 


Incre 


singly stringent 
environmental regulations requiring 
catalytic solutions for refiners 
Strengthened propylene demand 
which stimulates demand for light 
olefins FCC additives 


Strategic acquisitions and alliances 


Chemical Catalystsemmm 


Market Segments 
* Chemical catalysts used to produce 


polyethylene resins for plastics 
¢ Automotive catalysts which help 
industries meet and exceed 


environmental regulations 


Fundamental Strengths 


* Catalysis expertise 


* Catalytic support technology 

* Flexibility due to global 
manufacturing presence 

* Process consistency between 
locations that provides value to 
licensors 

¢ Well-established market channels 

¢ Value-added product development 

* Long-term customer relationships 


Growth Opportunities 


* Grow core applications through 


heightened marketing and technical 


service 

¢ Broaden market position by 
leveraging technology and market 
position into new areas 

¢ Expand related products and 
markets through strategic 
acquisitions and alliances 


Silica Products 


Market Segments 


Silica gels to matte coatings, 
improve ink absorption and print 
quality for ink jet printing, provide 
the cleaning characteristic in 
toothpaste, improve slip 
characteristics of plastic films, 
selectively adsorb contaminants in 
edible oil and beverage processing, 
carry flavors and fragrances in 
personal care products, aid 
separations in chemical processes 
Molecular sieves to adsorb moisture 
in insulated windows and for 
purification of gases and liquids in 
petrochemical and industrial 


processes 


Fundamental Strengths 


Strong global pre: 


nce 


Numerous market segments with 


strong and varied customer base 
Leader in silica gel technology; 
offers widest product range based 
on control of particle size, porosity 
and surface chemistry 
Applications support 
Manufacturing flexibility 
Disciplined product and business 


develop ment processes 


Growth Opportunities 


New products for existing markets 
Focus on specialty growth segments 
Growth in Asia/Pacific and Latin 
America 


New complementary materials 


W. R. GRACE & C0.: 4 COMPANY OVERVIEW 


Perlormance Chemicals 


1999 Sales: $747.6 million 


1999 Highlights 


Achieved earnings growth of 36% on 2% sales growth 
* Consolidated management of Grace Construction Products and 
a : Darex Container Products under one leadership team 
Headquarters: Cambridge, Massachusetts : — aes pial: ee 
* Acquired majority ownership of Grace Chemicals, K.K. (Japan) 
, ¢ Acquired specialty construction chemicals company Polchem (Chile) 
Employees: 3,300 a i 4 a 7 a 5 
* Introduced Grace Structural Fibers™ synthetic fiber reinforcement for 
concrete —a unique, cost effective and corrosion free alternative to 


Key manufacturing sites: Atlanta, GA; steel fibers and welded wire mesh 


Augusta, GA; Chicago, IL; Houston, TX; * Introduced TRYSTA™— a revolutionary masonry admixture for 
North Bergen, NJ; San Leandro and Santa Ana, improved freeze/thaw durability of segmental retaining wall units and 
CA, U.S.A.; Sao Paulo, Brazil; Ajax, Canada; pavers 

Guangzhou and Hong Kong, China; Epernon, ¢ Drove growth in Procor® and Preprufe® specialty structural 

France; Hamburg, Germany; Passirana, Italy; waterproofing products 

Atsugi, Japan; Inchon, Korea; Santiago, Mexico; * Implemented first wave of Six Sigma quality initiatives 

Manila, Philippines; Singapore; Barcelona, SALES BY REGION 


Spain; Slough, UK 
North America 55.3% 


Europe 21.7% 


Performance Chemicals | i icsiuctie rio 


WM Latin America 6.1% 


Specialty chemicals and materials that improve 


the performance, durability and cost of — SALES BY PRODUCT GROUP 


buildings, infrastructure and food packaging. 


Construction Chemicals, $302.7 million, 40.5% 
Building Materials, $210.5 million, 28.2% 


BB Container Products, $234.4 million, 31.3% 


POMAROUA © 


PERFORMANCE CHEMICALS 


Construction Chemicals 


Market Segments 
* Concrete admixtures to improve 


concrete placement efficiency and 
life cycle performance and 
durability of commercial, 
institutional and residential 
structures 

* Cement additives to reduce 
production cost and improve 
product performance for cement 
producers 

* Masonry admixtures to enhance 
manufacturing efficiency for block 
producers and improve in-place 
performance of masonry block 
construction 


Fundamental Strengths 

* Strong global position 

* Superior expertise in the science of 
cement and concrete performance 

* Market-focused product 
development 

* Outstanding customer service and 
technical support 

* Solid technology base and 
innovative new products 


Growth Opportunities 

¢ Expanding worldwide use of ready- 
mix concrete 

* Increasing sophistication of 
construction practices and standards 
worldwide 

* Growing demand for cost 
efficiencies by cement, concrete and 
block producers 

* Continued emphasis on total life 
cycle cost reduction and durability of 
commercial, industrial and 
infrastructure projects 

* Penetration opportunities for water 
reducing and durability enhancing 
concrete admixtures, cement quality 
improvers and new specialty 
masonry admixtures 


ye F 

Building Materials 

Market Segments 

* Structural waterproofing 
membranes and systems to control 
water cost-effectively in commercial 
and institutional structures 

* Roofing underlayments to protect 
against damage from ice dams and 
wind-driven rain in residential and 
commercial construction 

¢ Fire protection products to prevent 
structural damage and save lives in 
commercial and institutional 
structures 


Fundamental Strengths 


* World-class specification sales force 

¢ Leading global position in 
structural waterproofing, 
underlayments and structural fire 
protection 

* Value-added product development 
and commercialization process 

* Outstanding customer service and 
technical support 

¢ Strong brand recognition 

* Innovative new products 


Growth Opportunities 

* Increasing demand for cost 
efficiencies by contractors 

* Rapid growth in roofing 
underlayments segment 

* Growing use of innovative and 
performance-enhancing products 

¢ Penetration and geographic 
expansion opportunities for new 
waterproofing and fire protection 
technologies 


Container Productsemm 


Market Segments 
* Can sealants for food, beverage and 


aerosol can and rigid industrial 
containers 

* Closure sealants to protect the 
contents of glass and plastic bottles 
and jars 

* Coatings to protect metal container 
surfaces and contents and ensure 
proper adhesion of sealing 
compounds 


Fundamental Strengths 


* Balanced global presence 

* Recognized industry leader 

* Long-term customer relationships 

* Technological leadership 

* Proprietary oxygen-scavenging 
technology 


Growth Opportunities 

* Heightened awareness of need to 
extend flavor and freshness of 
products while eliminating 
preservatives 

* Increasing use of plastic packaging 
in mature markets 

* Increasing use of oxygen-scavenging 
technology in rigid packaging 


* Developing economies in 


Asia/Pacific and Latin America 


A STUDY IN NEW EYES: PERFORMANCE CHEMICALS 


ae 


The Procor® Product Development Team embraced a design process to 


provide a solution to the most complex waterproofing challenges. 


For an outstanding example of how the people 


of Grace are seeing the world through New 
Eyes, take a closer look at Performance 
Chemicals. Here, innovative products are 
helping Grace play a vital role in many of the 


world’s most important new buildings. 


PROCOR®: THE RIGHT CHOICE 
FOR THE BELLAGIO, LAS VEGAS. 


Visitors to the new Bellagio resort, hotel, 
and casino in Las Vegas won't notice it, but 
this dazzling $1.6 billion property is 
protected by thousands of square yards of 
Procor, a unique fluid applied 


waterproofing membrane from Grace. 


The Bellagio’s builder, Marnell Carrao 
Associates, specified Procor to seal out moisture 
in the building's large plaza area. Procor 
provides protection to surfaces that might 
otherwise need additional surface preparation or 
dry time. It can, therefore, accelerate a project’s 


completion and lower costs. 


Procor was developed at Grace’s R & D 
laboratories in North America and Europe, and 
is designed to meet the most stringent codes 


and standards from all over the world. 


The performance characteristics of Procor made 
it the ideal choice for the Bellagio project. First, 
Procor establishes a moisture barrier that is 
designed to last for decades, helping to protect 
the most costly casino ever built. Second, it 
dries far more quickly than conventional 
sealants, allowing the builder to meet an 
aggressive construction timetable. And third, it 
is virtually odorless, allowing workers to apply 


“We see Procor 
revolutionizing 
the way 
Waterproofing is 
done around the 
world.” 


Procor without protective suits — an important 
consideration in a city where temperatures 


routinely reach triple-digit levels. 


PROTECTING THE WORLD'S MOST 
IMPORTANT STRUCTURES. ete 


The Bellagio is just one example of the many 


Matt Pickett, 
Product Croup Marketing 


high-profile buildings that are protected by Manager: International 


Performance Chemicals. Grace concrete 
admixtures, cement additives, masonry 
products, waterproofing, and fireproofing are 
hard at work in virtually every major 


construction project around the globe. 


Grace products are integral to the World Trade 
Center in New York, the London Underground, 
the Bank of China Tower in ~ 

Hong Kong, Berkeley Square 
in Glasgow, Scotland and the 
City Centre in Kuala 
Lumpur, Malaysia — currently 
the world’s tallest building. 
Of course, Grace products 


also protect many lesser- 


known — but no less 
important — structures, including commercial 


and residential buildings worldwide. 


Procor fluid applied 


waterproofing delivers 
Now and in the years ahead, the people of long lasting protection 
Performance Chemicals plan to remain the to the Bellagio in 


world’s premier choice by delivering the 


Las Vegas. 


innovative, dependable products that builders, 
engineers, architects and owners demand. And 
that means continuing to see customer needs 


and product solutions through New Eyes. 


DRIVING CONTINUOUS IMPROVEMENT: SIX SIGMA 
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of every process and every action, every working day. 
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X SIGMA: THE QUEST FOR PERFECT QUALITY 


To survive in today’s competitive environment, 
every company must continually improve 
quality and productivity. Grace has moved 
aggressively in this area by implementing the 


proven principles known as “Six Sigma.” 


Six Sigma is a measure of quality that reaches 
six decimal places, or 99.999660%. By using 
it, we can determine how quickly we are 
eliminating waste and reducing defects and 
variations in our processes. But Six Sigma is 
more than a metric. It is a cultural change that 
puts tools and processes in place to drive 


continuous improvement. 
While this level of quality is extremely difficult 
to achieve, the process toward reaching it serves 


to improve every aspect of our business. 


Because it is so important, Six Sigma has 


become a focus of everyone in our organization. 


And today, the people of Grace are not only 
embracing its principles, but also transforming 


them into new ideas and new methods. 


As a result, we are expanding capacity at our 
manufacturing locations, increasing raw 
materials yield, and streamlining administrative 
processes. More important, the success of our 
Six Sigma initiative will not only satisfy our 
customers’ desire for quality, but also make 


them advocates for Grace. 


DEPLOYING “BLACK BELT” 
QUALITY EXPERTS me 


Throughout the organization, we have trained a 
team of Six Sigma specialists known as “Black 
Belts.” Their job is to spearhead projects that 
will improve productivity or reduce costs using 
the principles of Six Sigma. For every 10 Black 
Belts, a “Master Black Belt” is assigned to 


mentor and provide overall project direction. 


Black Belts may also train any individual on the 
principles of Six Sigma to the “Green Belt” 
level. Green Belts then apply their knowledge to 
improvement projects in their own or related 


work areas. 


Our company-wide progress will be monitored 
through regular project reviews and project 
tracking. And, we are developing a reward and 
recognition program to acknowledge those who 


reach key milestones in the Six Sigma process. 


A JOURNEY, NOT A 
DESTINATION Se 


Moving forward, Six Sigma at Grace will 
continue to guide our quest for total quality, 
total service, and total commitment to 


customer needs. 


And because we recognize that continuous 
improvement is a journey, not a destination, we 
will continually seek to refine and improve the 
Six Sigma program to make it the best of its 


kind in our industry. 


“Six Sigma is a 
paradiom shift 
from looking at 
our products, to 
looking at our 
processes and 
making them 
perlect and 
efficient,” 


Jose Conzaler 
Grace Davison, Lake Charles 


SixSigma 


GRACE 


Through the Commitment to Care® Program, 
every Grace facility worldwide is fulfilling our 
goal of operating in a manner that protects the 
health and safety of employees and the public, 
and also protects the environment. In 1999, this 
Program continued to deliver measurable 


results. 


COMMITMENT TO SARETY 


From 1988 to 1999, Grace reduced its total 
recordable incidence rate (TRIR) from 8.0 to 
1.8 and its lost-time accident rate from 2.2 to 
0.7. Because of this reduction in injuries, Grace 
has earned several “Performance Improvement” 
awards from the Chemical Manufacturers 
Association. Our effort to reduce workplace 
injuries is gaining momentum, with an 
established goal for TRIR of 0.9 in 2000 — and 


an ultimate goal of zero. 


BEB os: Time Case Rate 
HEEB Recordable Rate 


3.2 


1993 1994 1995 1996 1997 1998 1999 


COMMITMENT TO 
THE EMIROWMENE 


Grace has moved aggressively to protect the 


environment through programs that include: 


Responsible Care: 

As a member of the Chemical Manufacturers 
Association, Grace takes part in the 
industry-wide “Responsible Care” Program. 
In 1999, we implemented all six of the 
Program's codes for Community Awareness 
and Emergency Response, Distribution, 
Environment, Health, and Safety, Pollution 
Prevention, Process Safety and Product 
Stewardship. 


Mi coma 
HB GRACE 


% of Facilities at 
Full Implementation of CMA Codes 
100 


EHS Audit: 

In 1987, Grace established an internal 
Environment, Health and Safety 

Audit Program. Since then, we have 
completed more than 300 audits around 


the world. 


Emissions and Waste Report: 

Grace is committed to preventing pollution 
by managing waste, generating less waste, 
and reducing emissions to air, water, and 
land. Our annual Emissions and Waste 
Report shows that from 1987 through 1998, 
Grace reduced emissions by 99%. In 
addition, we have recycled or recovered over 
one-third of all waste generated—totaling 


more than 100 million pounds. 


“Our first order 
of priority is to 
insure the salety 
of evervone who 
Works for us and 
evervone who 
comes in contact 
with our 
products.” 


Paul J. Norris 
Chairman, President 
and Chief Executive Officer 


Grace operates in more than 40 countries 
around the world. And in 1999, nearly half of 
Grace’s revenues were generated outside of 
North America. Our mission is to become the 
number one global supplier of innovative 
products, technologies and services to customers 


worldwide. 


In recent years, Grace's sales results were 
hampered by currency fluctuations and 
economic downturns in several developing 
nations. But in 1999, many of these difficulties 
subsided, allowing us to experience real growth 


in both revenues and net income. 


EXPANDING 
RELATIONSHIP 


To foster future growth internationally, 
Grace has recently expanded its operations 


in key markets. 


During 1999, for example, we completed the 
acquisition of a small admixture business in 
Chile. This acquisition doubles our presence in 
Latin American construction chemicals, and was 


immediately accretive to our earnings. 


We also increased our equity in the Japanese 
joint venture formerly known as Denka 
Grace. To reflect our new majority position, 
the venture has been renamed Grace 


Chemicals K.K. 


This venture is a 
partnership with Denka 
Kagaku Kogyo 
Kabushiki Kaisha, a 
leader in specialty value- 
added products for 
cement and concrete 
within Japan. It was 
formed to leverage a 
product line of 
performance-based 
admixtures for cement 
and concrete, and to 
capitalize on Denka’s strong distribution 


channels. 


The Japanese admixture market is second in size 
only to that of the U.S., and ranks highest in 
admixture usage per cubic yard of concrete 


globally. 


Growth strategies for the new Grace Chemicals 
K.K. will include introducing new technologies 
and 


bringing to market new developments in the 


that protect and strengthen structures 


areas of superplasticizers, corrosion inhibitors, 
and cement additives. The venture also 
continues to add new products, including a 
recently-introduced line of masonry additive 


chemicals. 


Our additional investment in Grace Chemicals 


K.K. reflects a strong commitment to the Asia/ 


Pacific region, and a global strategy of 


partnering with major players around the world. 


GRACE LEADERSHIP 


Corporate Officers 
Paul J. Norris 


Chairman, President 


and Chief Executive Officer 

Robert M. Tarola 

Senior Vice President 

and Chief Financial Officer 

Robert J. Bettacchi 

Senior Vice President 

President, Performance Chemicals 

David B. Siegel 

Senior Vice President and General Counsel 
W,. Brian McGowan 

Senior Vice President, Administration 
William M. Corcoran 

Vice President, 

Public and Regulatory Affairs 

(Left to right) 
Ronald C. Cambre 


Chairman, President and Chief Executive Officer, 


William L. Monroe 


Vice President, Human Resources 


Newmont Mining Corporation (mining) Mark A. Shelnitz 
Secretary 
Thomas A. Vanderslice 
Former Chairman and Chief Executive Officer, ms - 
M/A-COM (electronics) ein) Cag Hie 
Vice President, Planning and Development 


Other Leadership Team Members 


Marye Anne Fox Susan E. 


rnsworth 


Chancellor, North Carolina State University Vice President, Financial Operations 


John J. Murphy Michael N. Piergrossi 

Retired Chairman of the Board, Vice President, Leadership and 
Dresser Industries Inc. Organizational Development 
energy products & technical services sregory E. Poling 

(energy prod & tecl | ) Gregory E. Poling 


Davison Chemicals 
John F. Akers Vice President and General Manager, 
Retired Chairman and Chief Executive Officer, Silicas/Adsorbents 


International Business Machines Corporation sept 2: = 
Joseph A. Rightmyer 


(computers and technology) Davison Chemic. 


? Executive Vice President and 
Paul J. Norris (Seated) 


Chairman, President and Chief Executive Officer, 
W. R. Grace & Co. 


General Manager, Catalysts 


MANAGEMENT'S DISCUSSION AND ANALYSIS OF RES 


TS OF OPERATIONS AND FINANCIAL CONDITION 


Continuing Operations 


Grace is engaged in specialty chemicals and specialty 
materials businesses on a global basis. The principal 
business segments are Davison Chemicals, which pro- 
duces catalysts and silica products, and Performance 
Chemicals, which produces construction chemicals, 
building materials and container products. Set forth 
ics and 
percentage changes for the years ended December 31, 
1999, 1998 and 1997, should be 


referenced when reading management’ discussion and 


below is a chart that lists key operating statis 
which 


analysis of the results of continuing operations. The 
chart below, as well as the financial information pre- 
sented throughout this discussion, divides Grace's 


| Analysis of Continuing Operations 


| (Dollars in millions) 1999 


financial results between “core operations” and 
“noncore activities.” Core operations comprise the 
financial results of Davison Chemicals, Performance 
Chemicals and the costs of corporate activities that 
directly or indirectly support business operations. 
In contrast, noncore activities comprise all other 
events and transactions that are not directly related 
to the generation of customer revenue or the 
support of core operations. The Company’s finan- 
cial strategy is to maximize returns and cash flows 
from core operations to fund business growth and 
to provide resources to satisfy its obligations that 


remain from past businesses, products and events. 


% Char nge 
Fav (Unfay) 


% Change 


1997 Fay (Unfav) 


Net Sales 
| Davison Chemicals 
Refining cataly: $ 406.3 
112.1 
205.9 
724.3 


Chemical catalysts . 
Silica products. 
Total Davison Chemicals 


$ 422.5 
104.5 
203.8 
730.8 


(3.8)% 
7.2% 
1.1% 


(0.9)% 


$ 397.5 
101.5 
212.6 
711.6 


6.3% 
3.0% 
(4.1)% 


2.7% 


Performance Chemicals 

Construction chemicals. . . . 302.7 
210.5 
234.4 
747.6 


$ 1,471.9 


Building materials.......... 
Container products ,......0eesee eee eees 
Total Performance Chemicals ..........-+- 


‘Total Grace Sales—core operations 


282.6 
209.1 
240.9 
732.6 
$1,463.4 


71% 

0.7% 

(2.7)% 
2.0% 


0.6% 


279.3 
198.5 
264.1 
7ALO 


$ 1,453.5. 


1.2% 

5.3% 
(8.8)% 
(1.2)% 


0.7% 


Pre-tax Operating Income: 
$124.3 
105.8 
(52.0) 
‘178.1 


Davison Chemicals... 0.0.60: eed e eens ees 
Performance Chemicals 


Corporate operating cos 


Pre-tax income from core operations 


53.8) 


15.6% 

35.5% 
3.3% 

35.1% 


4% 
13.0% 
39.7% 


65.0% 


$107.5 
78.1 


$100.1 
69,1 
(89.3) 


131.8" 79,9 


37.2 
(16.1) 


| Pre-tax income (expense) from noncore activities 
Interest expense 
Interest income 
Income (loss) from continuing operations 
before income taxes 
| (Provision for) benefit from income ta 


| Income (loss) from continuing operations .. . 


NM 
18.7% 
(14.3)% 


NM 
6.6% 


(46.7)% 


(340.1) 

(19.8) 
49 
NM NM 
NM 
NM 


(223.2) 
518) TAO 
$ (149.2) 


| Key Financial Measures: 
x income from core operations as a 
percentage of sales. . 6.66.0. se reer ee eee 12.1% 

Pre-tax income from core operations before 

restructuring and asset impairment charge: $178.1 
sa percentage of sales ......+..-+- 12.1% 
Pre-tax income from core operations before 

depreciation and amortization 

As 18.2% 


percentage of sales ......-..--++0545 


9.0% 3.1 pts 5:5% 3.5 pts 


$147.9 
10.1% 


20.4% 


2.0 pts 


$116.7 
8.0% 


26.7% 


2,1 pts 


$223.9 
15.3% 


19.4% 
2.9 pts 


$174.7 


12.0% 


28.2% 
3.3 pts 


NM = Not meaningful. # Incl 


tudes $16.1 million restructuring charge. b Includes $36.8 million restructuring charge. 


Net Sales 


The following table identifies the year-over-year increase 
or decrease in sales attributable to changes in product 
volumes, product prices and/or mix, and the impact 
of foreign currency translation. 


f 
Net Sales 


| 1999 as a Percentage Increase 
| Variance Analysis 


(Decrease) from 1998 
Price/Mix Translation 
(0.7)% (1.3)% 


Total 
(0.9)% 


Volume 


Davison Chemicals 
| Performance 
Chemicals ... . 


1.1% 


2.0% 1.5% 


0.4% 


(1.5)% 
(1.4)% 


2.0% 
0.6% 


North America. —(1.7)% 
9.3% 
(3.6)% 


1.1% 


1.1% 

0.5% 

7.9% 
(5.6)% 


0.0% 

(4.5)% 
(12.5)% 

4.3% 


(0.6)% 
5.3% 
(8.2)% 
(0.2)% 


Latin America . 
Asia/Pacific. . . . 


| 1998 as a Percentage Increase 
| (Decrease) from 1997 

| Davison Chemicals (3.2)% 

| Performance 


5.7% 0.2% 2.7% 


1.9% 
3.7% 


1.3% 
0.8% 


(4.4)% 
(3.8)% 


(1.2)% 
0.7% 


45% 
(0.7)% 
(4.6)% 
(7.5)% 


3.8% 
5.9% 
0.1% 
1.8% 


1.0% 
(3.6)% 
0.6% 
74% 


(0.3)% 
(3.0)% 
(5.3)% 
(16.7)% 


Latin America . 
Asia/Pacific. . . . 


Grace's net sales increased 0.6% in 1999 and 0.7% in 
1998. In both 1999 and 1998, volume gains were largely 
offset by the negative translation impacts of sales denom- 
inated in foreign currencies that had weakened against the 
USS. dollar. Price changes were modest in both years with 
product mix accounting for most of the year-over-year 
change. 


In 1999, all product groups, except for refining catalysts 
and container sealants, experienced volume growth. A 
downturn in demand for refining catalysts in North 
America and softness of the Latin American market for 
container sealants were the primary causes for declines. 
The most significant volume increases were experienced 
in silica products (5.3%) in all regions except North 
America, and in construction chemicals (6.5%) in all 
regions with Asia/Pacific experiencing the highest 
growth rate. 


In 1998, the catalysts, construction chemicals and build- 
ing materials product groups experienced volume growth. 
This growth was offset by volume declines of silica and 
container products. The volume growth was driven by 
strong construction activity and product penetration in 
North America combined with growth in demand for 
refining catalysts. The decline in container products was 
attributable to the divestment of a niche segment of the 
coatings business in Europe (September 1997) and the 
can forming lubricants business in North America (May 
1998). 


In 1999, unfavorable foreign currency effects were 
experienced primarily in Europe and Latin America as the 
dollar strengthened against major regional currencies. In 
1998, unfavorable foreign currency effects were primarily 
seen in Asia/Pacific. 


Pre-tax Income from Core Operations 


Pre-tax income from core operations was $178.1 million 
for the year ended December 31, 1999, compared to 
$131.8 million for the year ended December 31, 1998 
(results in 1998 include a $16.1 million restructuring 
charge). Excluding the prior year restructuring charge, 
1999 pre-tax income from core operations increased 
20.4% from $147.9 million for the year ended December 
31, 1998. In 1997, there was a $36.8 million restructur- 
ing charge related to core operations. Excluding the 
restructuring charge for both 1998 and 1997, the pre-tax 
income from core operations for the year ended 
December 31, 1998 increased 26.7% from 1997. 


Operating income of Davison Chemicals for 1999 was 
$124.3 million, up 12.0% versus 1998 (excluding a $3.5 
million restructuring charge in 1998), and its operating 
margin of 17.2% was 2.0 percentage points better than 
the prior year. Operating income of Performance Chemicals 
for 1999 was $105.8 million, up 19.7% from 1998 
(excluding a $10.3 million restructuring charge in 1998) with 
an operating margin of 14.1%, up 2.0 percentage points 
from 1998. These improvements are due in large part to 
the Company's focus on productivity improvement, 
which produced a 4.4% reduction in unit costs on a constant 
dollar basis with 1998. Most of the cost reduction was attrib- 
utable to improvements in manufacturing processes, material 
science applications and infrastructure integration. 


The following table provides the productivity index for 
each business segment and Grace's core operations in total. 
The index is calculated using 1998 as the base year (index 
1.000) and carving out selling price changes, currency 
movement and cost inflation in every year since the base 
year. The resulting change in cost per dollar of sales is 
Grace’s productivity measure. Changes in product volume 
and mix remain in the productivity equation. Grace is tar- 
geting a 5% annual improvement in its productivity index 
for 2000. 


[ Productivity Index 


1998  % Change 


| Cost per $ of sales on a 
| constant $ basis with 
| 1998 as base year: 

Davison Chemicals ........ $ 0.828 
0.859 
0.034 


$0.865 
0.897 
0.036 

$0.917 
1.000 


(4.3)% 
(4.2)% 
6.5)% 
ay (4.4)% SF 
0.044 | 


| Performance Chemicals .... . 
Corporate Operating Cost . . « 


Corporate operating costs include expenses incurred by 
corporate headquarters functions in support of core 
operations. During 1999, many of these functions were 
relocated from Boca Raton, Florida to the Davison 
Chemicals Headquarters in Columbia, Maryland. The 
1999 cost structure includes incremental relocation costs, 
employee separation costs and duplicative salaries that 
occurred during the transition. These expenses are not 
expected to reoccur, A normalized annual corporate cost 
structure is expected to be approximately $40 million in 
2000 as compared to $52 million in 1999. 


Pre-tax Income (Expense) from Noncore Activities 


Income from noncore activities totaled $37.2 million for 
1999 compared to a net expense of $(340.1) million for 
1998 and net income of $69.5 million for 1997. The 
1999 income included: (1) an $18.5 million gain on the 
settlement of notes received as partial consideration when 
Grace sold its printing products business in 1994—these 
notes were paid in full in 1999 as a condition of sale of 
this business to a new owner; (2) a $9.3 million gain from 
the sales of marketable securities; (3) a $4.8 million gain 
from sales of noncore real estate; and (4) a $4.4 million 
gain from the sale of a corporate aircraft. The net expense 
in 1998 was primarily due to a net charge of $(376.1) 


million for asbestos-related litigation offset by $38.2 mil- 
lion net insurance recovery related to environmental 
remediation. The 1997 income was comprised primarily 
of the gain on the sale of Grace's specialty polymers busi- 
ness ($103.1 million pre-tax) partially offset by accelerat- 
ed vesting of payments under long-term incentive com- 
pensation programs ($26.6 million). 


Other major income and expense items included in 
noncore activities are tolling revenue (fees for services 
both to and from third parties relating to previously 
divested businesses), pension credits that will diminish 
over the next few years, expenses that relate to retirees of 
divested businesses and corporate litigation costs. These 
items effectively offset in 1999 and 1998. For the year 
2000, Grace projects income from noncore activities to be 
in the $12 million to $16 millon range. 


Interest and Income Taxes 


Net interest expense for 1999 was $11.9 million, a 
decrease of 20.1% from net interest expense of $14.9 
million in 1998. This decrease is attributable to a reduced 
average debt level on the revolving credit agreements dur- 
ing 1999 after the Packaging Business transaction. Net 
interest expense increased 24.2% in 1998 over the 1997 
net interest expense of $12.0 million. 


The Company's effective tax rate was 36.0% for 1999, as 
compared to 33.2% for 1998 and 37.5% for 1997. The 
1998 effective tax rate includes a negative adjustment to 
the tax asset valuation allowance, lowering the effective 
tax benefit on Grace’s 1998 pre-tax loss. The decrease in 
the 1999 effective tax rate was due to a reorganization of 
certain of the Company's foreign operations resulting in 
anticipated lower foreign taxes. 


Davison Chemicals 

Sales 

Davison Chemicals is a leading global supplier of catalysts 
and silica products. Refining catalysts, which represent 
approximately 28% of 1999 total Grace sales 
(29%-1998; 27%-1997), include fluid cracking catalysts 
(EGC) used by petroleum refiners to convert distilled 
crude oil into transportation fuels and other petroleum- 
based products, hydroprocessing catalysts which upgrade 
heavy oils and remove certain impurities, and. chemical 
additives for treatment of feedstock impurities. Chemical 


catalysts, which represent 7% of 1999, 1998 and 1997 
total Grace sales, include polyolefin catalysts which are 
essential components in the manufacturing of polyethyl- 
ene resins used in products such as plastic film, high per- 
formance plastic pipe and plastic household containers. 
Silica products, which represent 14% of 1999 total Grace 
sales (14%-1998; 15%-1997), are used in a wide variety 
of industrial and consumer applications such as coatings, 
food processing, plastics, adsorbents and personal care 
products. 


In 1999, refining catalyst sales were 3.8% lower than 
1998 as a result of volume declines in North America and 
Asia/Pacific due largely to an overall reduction in global 
demand, partially offset by volume gains in Europe. Over 
the course of 1999, volume improved from a low in the 
first quarter, where sales were off 8.1% from 1998 
to volume gains in the fourth quarter of 7.6%. This 
positive trend is expected to continue into 2000 as overall 
demand for refining catalysts is expected to be favorably 
impacted by changing environmental regulations in the 
United States, particularly reformulated gasoline, recently 
finalized EPA rules that require a substantially reduced 
level of sulfur, and the potential requirement for removal 


of MTBE from gasoline. 


Chemical catalyst sales increased 7.2% in 1999 
reflecting better than 10% volume growth in North 
America and Europe, offset by a sales decline in Asia/ 
Pacific on a small base. As with refining catalysts, market 
fundamentals for 2000 are favorable with the segments 
served by Grace (high density and linear low density 
polyethylene) growing at better than the average rate 
for other polyethylene products. 


Silica products sales were up 1.1% with all regions show- 
ing favorable volume comparisons to prior year except for 
North America. Volume increases ranged between 6.4% 
and 9.4% in other major regions. The adsorbents segment 
was down in 1999 in North America due to pricing pres- 
sures in molecular sieve applications. This situation is 
expected to continue into 2000. 


In 1998, refining catalyst sales increased 6.3% over 
1997 as a result of record volume growth in Asia/Pacific, 
combined with favorable price/mix variances, primarily 
due to new refinery business in China, Taiwan and 
Indonesia. Chemical catalyst sales increased 3.0% 
due to volume growth in North America and Asia/Pacific, 


as a result of Davison Chemicals’ strength in resin manu- 
facturing technology. Silica products sales were down 
4.1% due to lower sales of silicas for dentifrice (where 
consumer preferences favored toothpaste brands that did 
not contain Davison silicas), and pricing pressures for 
insulated glass molecular sieves, especially in Europe. 


Operating Earnings 

Pre-tax operating income of $124.3 million was 15.6% 
better than 1998. Operating margins improved 2.5 
percentage points to 17.2% despite lower sales, as a result 
of raw material cost reductions and manufacturing 
efficiencies derived from Grace's productivity improve- 
ment program. 


Pre-tax operating income of $107.5 million in 1998 
improved 7.4% over $100.1 million in 1997. Gross mar- 
gin improved $15.7 million due to higher sales and 
increased manufacturing productivity. A reduction in gen- 
eral and administrative expenses, as a result of changes to 
employee incentive compensation programs, was more 


than offset by increased factory administration and depre- 


ciation expenses resulting from new manufacturing facili- 
ties brought on-line in 1998, and higher research and 
development costs. Restructuring costs of $3.5 million 
were recorded in the fourth quarter of 1998 for the sever- 
ance of approximately 60 people. In the fourth quarter of 
1997, restructuring costs of $3.9 million were included in 
operating results for the termination of leases. 


Performance Chemicals 
Sales 


Performance Chemicals was formed in 1999 by combin- 
ing the previously separate business segments of Grace 
Construction Products and Darex Container Products. 
These businesses were consolidated under one manage- 
ment team to capitalize on infrastructure synergies 
from co-location of headquarters and production facilities 
around the world. The major product groups of this busi- 
ness segment include specialty construction chemicals and 
specialty building materials used primarily by the nonresi- 
dential construction industry; and container sealants and 
coatings for food and beverage packaging, and other relat- 
ed products. Construction chemicals, which represent 
21% of 1999 total Grace sales (19%-1998 and 1997) add 
strength, control corrosion, and enhance the handling and 
application of concrete. Building materials, which repre- 
sent 14% of 1999, 1998 and 1997 total Grace sales, 


prevent water damage to structures and protect structural 
steel against collapse due to fire. Container products, 
which represent 16% of 1999 total Grace sales 
(17%-1998;18%-1997), seal beverage and food cans, and 
glass and plastic bottles, and protect metal packaging from 
corrosion and the contents from the influences of metal. 


Net sales of Performance Chemicals products increased 
2.0% compared to 1998 despite the effect of currency 
weakness in Europe and Latin America compared to the 
US dollar which adversely impacted sales by $17.1 million 
for 1999, Excluding the impact of this currency transla- 
tion, sales increased 4.4%. 


In 1999, sales of construction chemicals were up 7.1% 
over 1998 driven by volume growth worldwide and favor- 
able price/mix in all regions except Asia/Pacific. This 
reflects share gains and the penetration of value-added 
products in North America and Europe and the consoli- 
dation of a joint venture in Japan (GCK) following 
Grace's increase in ownership from 45% to 81% in 
January 1999. In 2000, this product group is expected to 
continue to achieve sales increases above the growth rate 
of the general construction market. 


Sales of building materials increased 0.7% compared to 
1998, reflecting increases in North American volume and 
price/mix. These increases were largely offset by volume 
decreases in Europe, primarily related to products sold to 
the oil industry which had low construction activity, and 
volume and price/mix decreases in Asia/Pacific as Grace 
continued to experience depressed project activity in that 
region. 


Sales of container products declined 2.7% in 1999. 
Volume decreases, reflecting unfavorable economic 
conditions in Latin America and worldwide customer 
consolidations in can sealants, were offset by favorable 
price/mix in Europe and Latin America. Currency trans- 
lation had a 4.0% negative impact year-over-year. 


In 1998, Performance Chemicals sales decreased 1.2% as 
compared to 1997 as sales increases in construction chem- 
icals and building materials were more than offset by a 
products. Sales 
of construction chemicals were up 1.2% in 1998 (6.7% 
excluding the impact of currency translations) driven 


sales decrease in container 


by strong volumes in every region except Asia/Pacific 


and favorable price/mix worldwide. Sales of building 
materials were up 5.3% in 1998 as this product line also 
experienced strong volumes in every region except Asia 
/Pacific. Container products sales decreased 8.8% in 1998 
as compared to 1997. Contributing to the sales decline 
from 1997 to 1998 were the divestments of a niche 
segment of the coatings business in Europe and the 
can forming lubricants business in North America 
discussed above. 


Operating Earnings 

Pre-tax operating income increased 35.5% from $78.1 
million in 1998 to $105.8 million in 1999 (1998 includ- 
ed a $10.3 million restructuring charge taken to cover 
headcount reduction and a worldwide site rationaliza- 
tion). Excluding the restructuring charge, the increase 
was 19.7%. 


This increase in pre-tax operating income was driven by a 
$20.0 million improvement in margin, reflecting sales 
increases, value-added product penetration and substitu- 
tion and manufacturing cost reductions. An increase in 
operating expenses due to the consolidation of GCK was 
offset by continued productivity initiatives, principally 
restructuring and consolidation of infrastructure, result- 
ing in reduced operating, selling and research and devel- 
opment expenses. 


Pre-tax operating income of $78.1 million in 1998 was up 
13% compared to pre-tax operating income of $69.1 mil- 
lion in 1997. This increase was achieved, despite a 
decrease in sales, largely as a result of benefits realized from 
the cost reduction programs. In the fourth quarter of 
1998, Performance Chemicals recorded a restructuring 
charge of $10.3 million comprised primarily of headcount 
reductions and rationalization of facilities in container 
products. In the fourth quarter of 1997, a charge in the 
amount of $5.7 million was recorded to reduce the carry- 
ing value of certain equipment held for customer use. 


Recent Acquistions 

On December 22, 1999 Grace acquired Sociedad Petreos 
S.A.’s “Polchem” concrete admixture and construction 
chemicals business, which had 1999 sales of approximate- 
ly $5 million, from Cemento Polpaico S.A./Chile, an 
affiliate of Holderbank of Switzerland. On January 31, 
2000 Grace acquired Crosfield Group's hydroprocessing 
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catalyst business, which had 1999 sales of approximately 
$30 million, from Imperial Chemical Industries PLC. 
These acquisitions have been accounted for as a purchase 
business combination, and accordingly, the results of 
operations of the acquired businesses have been or will be 
included in the consolidated statement of operations from 
the date of acquisition. Grace does not consider the effects 
of either of these acquisitions significant for pro forma 
disclosure purposes. 


Discontinued Operations 


Packaging Business 

As discussed in Notes 1 and 3 to the Consolidated 
Financial Statements, the Spin-off and Merger were 
completed on March 31, 1998. The 1998 loss from 
discontinued operations includes $32.6 million ($28.3 
million after-tax) of costs related to the Packaging 
Business transaction and $8.4 million ($5.5 million 
after-tax) for a related pension plan curtailment loss. 


Cross Country Staffing 


In July 1999, the Company completed the sale of sub- 
stantially all of its interest in Cross Country Staffing 
(CCS), a provider of temporary nursing and other health- 
care services for total cash proceeds of $184.6 
million. The Company's investment in CCS had been 
accounted for under the equity method. The sale 
resulted in a net pre-tax gain of $76.3 million ($32.1 mil- 
lion after-tax) including the cost of the Company's pur- 
chase of the interests held by third parties in CCS and the 
amount payable under CCS’s phantom equity plan. The 
gain and the operations of CCS prior to the sale are 
included in “Income from discontinued operations, net of 
tax” in the Consolidated Statement of Operations. 
Certain contingent liabilities, primarily related to tax mat- 
ters of CCS, are being retained by the Company. 


Retained Obligations 

Under certain divestiture agreements, the Company has 
retained contingent obligations that could develop into 
situations where accruals for estimated costs of defense or 
loss would be recorded in a period subsequent to divesti- 


ture under generally accepted accounting principles. The 
Company assesses its retained risks quarterly and accrues 
amounts to be payable related to these obligations when 
probable and estimable. 


During the third quarter of 1999, the Company revised 
its estimate of the outcome of certain of these retained 
contingent obligations based on current circumstances 
and, as a result, recorded an additional charge of $25.7 
million ($16.7 million after-tax). This charge is included 
in “Income from discontinued operations, net of tax” in 
the Consolidated Statement of Operations. 


Financial Condition 


The charts below are intended to enhance the readers’ 
understanding of the Companys overall financial position 
by separately showing assets, liabilities and cash flows 
related to core operations from those related to noncore 
activities. The Company's management structure and 
activities are tailored to the separate focus and account- 
ability of core operations and noncore activities. 


Core Operations | 
(Dollars in millions) 1999 1998 

| ] 
Book value of invested capital | 
Recetvablesiccsso so isan toes oncroSats $ 181.9 $176.9 | 
HAVENT Ys wis osanerewrnsirerorvinevtaieronsrore/ird 128.2 130.1 
Properties and equipment, net ....... 611.2 631.7 
Intangible assets and other .......... 345.9 370.9 

| Assets supporting core operations .. 1,267.2 1,309.6 
Accounts payable and accruals ....... (358.1) (361.0) 
Capital invested in core operations = $ 909.1 $948.6 
Affer-tax return on avg. invested capital 12.5% 8.6% | 
Cash flows: 
Pre-tax operating income ........... $ 178.1 $ 131.8 
Depreciation and amortization ....... 89.2 92.1 

| Pre-tax earnings before deprec./amort. 267.3 223.9 | 
Capital expenditures............... (82.5) (100.9) 
Businesses acquired. . (9.4) = 
Other changes sieisieis:s azar) ssiaac-eeies (20.6) (14.9) 
Net cash flow from core operations $154.8 $ 108.1 


The Company’s financial strategy is to maximize returns 
and cash flows from core operations to fund business 
growth and to provide resources to satisfy noncore 
obligations. 


The Company has a net asset position supporting its core 
operations of $909.1 million at December 31, 1999 com- 
pared to $948.6 million at December 31, 1998 including 
the cumulative translation account reflected in 
Shareholders' Equity of $106.1 million for 1999 and 
$86.8 million for 1998. The change in the net asset posi- 
tion is primarily due to cash received in the redemption of 
subordinated interests in receivables sold of $37.0 million. 
After-tax return on capital invested in core operations 
improved by 3.9 percentage points reflecting the 35.1% 
increase in core operating earnings year-over-year coupled 
with reduced overall invested capital. Cash flows from 
core operations improved from enhanced earnings and 
lower capital expenditures. 


Grace is targeting pre-tax income and returns on capital 
invested in core operations in 2000 to improve by approx- 
imately 12% to 15% over 1999. This improvement is 
projected to be attributable to cost structure reductions 
secured in 1999 coupled with revenue growth from mar- 
ket penetration of current products and recently acquired 
businesses, and further gains from Grace's productivity 
initiatives. 


The Company has a number of financial exposures origi- 
nating from past businesses, products and events. These 
obligations arose from transactions and/or business prac- 
tices that date back to when Grace was a much larger 
company, when it produced products or operated busi- 
nesses that are no longer part of its revenue base, and 
when government regulations and scientific knowledge 
were much less advanced than today. Grace's current core 
operations, together with other available assets, are being 
managed to generate sufficient cash flow to fund these 
obligations over time. 


Noncore Activities 
(Dollars in millions) 1999 1998 
| Book value of assets available to | 
fund noncore obligations: 
| Cash and other financial assets....... $ 345.8 $ 257.4 | 
Properties and investments. ......... 8.8 52.4 | 
| Asbestos-related insurance receivable. . . 371.4 443.0 | 
SFaxvatsets, Net. 3-04 Qacseseenn es 363.8 334.5. | 
Assets available to fund noncore | 
obligations’ fifc<.0 2 Fos fs toga ts 1,089.8 1,067.3 | 
Noncore liabilities: 
| Asbestos-related litigation........... (1,084.0) (1,199.9) 
Environmental remediation . ‘ (215.5) (240.5) 
Postretirement benefits. . . . . a (201.4) (211.3) | 
Retained obligations and other. ...... (99.1) (76.4) 
| Total noncore liabilities... ....... (1,600.0) (1,728.1) 
i 
| Net noncore liability ............ $ (510.2) $ (660.8) 
| Cash flows: 
} Pre-tax income (expense) 
| from noncore activities.......++-+- $37.2 $(340.1) 
Proceeds from noncore asset sales? .. . . 171.1 (7.3) 
[{Othec changes 05 ..s)s vac sswatae 12.5 275.1 
| Cash spending for: | 
Asbestos-related litigation, net of 
| insurance recovery. . . (42.8) (164.7) 
| Environmental remediation (25.0) (36.9) | 
| Postretirement benefits. ..... (19.6) (21.0) 
Retained obligations and other (71.7) 5.9. 
| Net cash flow from noncore activities $ 61.7 $ (289.0) 


"The Company also has committed, unused credit facilities of $410 million 
at December 31,1999. 


* Includes investing activities of discontinued operations. 


The table above displays the 1999 and 1998 book value of 
Grace's noncore liabilities and the assets available to fund 
required payments. Each liability has different characteris- 
tics, risks and expected liquidation profile. Taken together, 
these liabilities represent $1,600.0 million of Grace's total 
liabilities as reflected on its balance sheet at December 31, 
1999. Assets available to fund noncore liabilities consist of 
cash and cash equivalents, net cash value of life insurance 
where Grace is the beneficiary, property and investments 
not used in core operations, insurance coverage for 
asbestos-related litigation and net tax assets related to non- 


core liabilities. These assets, in the aggregate, total 
$1,089.8 million at December 31, 1999. The net liability 
position of $510.2 million at December 31, 1999 reflects 
a $150.6 million, or 22.8% reduction from December 31, 
1998. 
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Asbestos-Related Matters 


Grace is a defendant in lawsuits relating to previously sold 
asbestos-containing products. In 1999, Grace paid $42.8 
million for the defense and disposition of asbestos-related 
property damage and bodily injury litigation, net of 
amounts received under settlements with insurance carri- 
ers. At December 31, 1999 Grace's balance sheet reflects 
a net liability after insurance and after recorded tax bene- 
fits of $454.9 million, which represents management's 
best estimate (in conformity with generally accepted 
accounting principles) of the undiscounted net cash 
outflows in satisfaction of Grace’s current and expected 
asbestos-related litigation. The net present value of such 
net liability (based on cash flow projections that 
are inherently imprecise but represent management's 
best current estimate) is approximately $350 million 
(discounted at 5.2% - estimated after-tax investment rate) 
at December 31, 1999. 


During the fourth quarter of 1998, Grace recorded a non- 
cash pre-tax charge of $576.9 million ($375.0 million 
after-tax), primarily to reflect the estimated costs of 
defending against and disposing of total bodily injury 
claims expected to be filed against Grace. The charge to 
the litigation reserve was offset by an adjustment for 
expected recoveries from insurance carriers of $200.8 mil- 
lion ($130.5 million after-tax) and recorded tax assets of 
$131.6 million for the future tax benefit arising from 
asbestos-related payments. 


The Consolidated Balance Sheet at December 31, 1999 
includes total amounts due from insurance carriers of 
$371.4 million pursuant to settlement agreements with 
insurance carriers and net tax assets of $257.7 million 
related to future net tax deductions for asbestos-related 
matters. 


Grace expects that the net expenditures over the next 
three years will range from $40.0 to $80.0 million annu- 
ally (after tax benefits) to defend against and dispose 
of such claims. The amount of spending in 2000 is 
expected to be higher than 1999 due to the timing and 
adjudication of certain cases. Such amounts are estimates 
of the probable cost of defending against and disposing of 
asbestos-related claims and probable recoveries from 
insurance-the ultimate outcome of such matters cannot 


be predicted with certainty and estimates may change as 
experience evolves over time. 


See Note 2 to the Consolidated Financial Statements for 
further information concerning asbestos-related lawsuits 
and claims. 


Environmental Matters 


Grace is subject to loss contingencies resulting from 
extensive and evolving federal, state, local and foreign 
environmental laws and regulations relating to the gener- 
ation, storage, handling, discharge and disposition of haz- 
ardous wastes and other materials. Expenses of continuing 
operations related to the operation and maintenance of 
environmental facilities and the disposal of hazardous and 
nonhazardous wastes totaled $31.1 million in 1999, 
$38.2 million in 1998 and $35.8 million in 1997. Such 
costs are estimated to be between $33 and $38 million in 
each of 2000 and 2001. In addition, capital expenditures 
for continuing operations relating to environmental pro- 
tection totaled $5.7 million in 1999, compared to $6.3 
million in 1998 and $7.2 million in 1997. Capital expen- 
ditures to comply with environmental initiatives in future 
years are estimated to be approximately $7 million in each 
of 2000 and 2001. Grace also has incurred costs to reme- 
diate environmentally impaired sites. These costs were 
$25.0 million in 1999, $36.9 million in 1998 and $37.3 
million in 1997. These amounts have been charged 
against previously established reserves. At December 31, 
1999, Grace's liability for environmental investigatory 
and remediation costs related to continuing and discon- 
tinued operations totaled $215.5 million, as compared to 
$240.5 million at December 31, 1998. Future pre-tax 
cash outlays for remediation costs are expected to average 
between $38 and $43 million over the next few years. 


In the fourth quarter of 1998, Grace recorded a net pre- 
tax gain of $38.2 million ($24.8 million after-tax) related 
to environmental issues. Grace entered into a settlement 
with one of its insurance carriers which provided for a 
$57.6 million lump-sum cash payment to Grace for pre- 
viously incurred costs related to environmental remedia- 
tion. Netted against this gain is a $19.4 million ($12.6 
million after-tax) charge to reflect a change in the envi- 
ronmental remediation strategy for a particular site. 


Grace is in litigation with two excess insurance carriers 


regarding the applicability of the carriers’ policies to 
environmental remediation costs. The outcome of such 
litigation, as well as the amounts of any recoveries that 
Grace may receive, is presently uncertain. Accordingly, 
Grace has not recorded a receivable with respect to such 
insurance coverage. 


See Note 13 to the Consolidated Financial Statements for 
further information concerning environmental matters. 


Postretirement Benefits 


Grace provides certain postretirement health care and life 
insurance benefits for retired employees, a large majority 
of which pertains to retirees of previously divested busi- 
nesses. These plans are unfunded, and Grace pays the 
costs of benefits as they are incurred. 


During 1998, Grace’s Board approved changes to the 
postretirement medical plan. These changes include 
“caps” for pre-G5 retirees and post-65 retirees, changes in 
the method used to coordinate with Medicare, and 
changes in deductible and coinsurance levels. 


Spending under this program is expected to be approxi- 
mately $20 million per year over the next few years. 
Grace's recorded liability of $201.4 million is stated at net 
present value discounted at 8%. 


Retained Obligations of Divested Businesses 


The principal retained obligations of divested businesses 
relate to contractual indemnification and to contingent 
liabilities not passed on to the new owner. At December 
31, 1999, Grace had recorded $99.1 million to satisfy 
such obligations. Of this total, $18.4 million will be paid 
over periods ranging from 2 to 10 years. The remainder 
represents estimates of probable cost to satisfy specific 
contingencies expected to be resolved over the next few 
years. 


Liquidity and Capital Resources 


Grace's net cash flow from core operations was $154.8 
million in 1999 compared to $108.1 million in 1998. 
The increase of $46.7 million during 1999 was principal- 
ly the result of the improved pre-tax income from core 
operations and lower capital expenditures. 


The pre-tax cash inflow of noncore activities was $61.7 
million in 1999 compared to an outflow of $289.0 million 
in 1998. In 1999, Grace realized $225.2 million in pro- 
ceeds from sales of noncore assets, principally the divest- 
ment of Cross Country Staffing. In addition, asbestos 
related spending was favorable by $121.9 million and 
environmental spending was favorable by $11.9 million. 
The timing of these expenditures is impacted in part by 
Grace’s legal and cash management strategies. 
Postretirement benefit payments were consistent with the 
prior year as these payments are based on comparable year- 
over-year benefit programs. The payments for retained 
obligations of divested businesses and other were higher in 
1999 as Grace made payments to limit the interest on past 
tax adjustments. This element of noncore activities will 
continue to decrease as open issues related to these divest- 
ed businesses are resolved. 


Disbursements under Grace's long-term incentive com- 
pensation program, which is classified as an operating 
activity on the Consolidated Statement of Cash Flows, 
decreased approximately $99.8 million during 1999 com- 
pared to 1998. The long-term incentive compensation 
programs have been discontinued going forward, and 
remaining disbursements for existing plans of less than 
$3.0 million will be made in 2000. 


Cash flows provided by investing activities in 1999 were 
$79.2 million, compared to cash used of $108.2 million 
in 1998, and cash provided of $370.1 million in 1997. 
Net cash inflows were impacted by proceeds from divest- 
ment of businesses totaling $184.6 million in 1999 
related to Cross Country Staffing and $695.5 million in 
1997 primarily related to the sale of Grace's cocoa 
business. Proceeds from disposals of assets in 1999 includ- 
ed the sale of the corporate aircraft for $20.4 
million and sale of certain real properties for a total of 
$17.1 million. 


Total Grace capital expenditures for 1999 and 1998 were 
$82.5 million and $100.9 million, respectively, substan- 
tially all of which was directed toward its business 
segments. In 1997, Grace made capital expenditures of 
$258.7 million, of which nearly half related to the divest- 
ed Packaging Business. 


Net cash used for financing activities in 1999 was $77.5 
million, principally representing $95.3 million used to 
purchase approximately 7 million of the Company's 
shares as part of the 1998 share repurchase program, par- 
tially offset by proceeds from the exercise of stock options 
of $26.6 million. Net cash provided by financing activi- 
ties in 1998 primarily related to the Packaging Spin-off 
and Merger described in Notes 1 and 3. In connection 
with the Packaging Business transaction, Grace received 
$1,256.6 million in cash, which was used to repay sub- 
stantially all of its debt. On March 31, 1998, Grace used 
$600.0 million of the cash transfer to repay bank borrow- 
ings. On April 1, 1998, Grace repaid $611.3 million prin- 
cipal amount of Notes pursuant to a tender offer, $3.5 
million principal amount of MTNs and $6.0 million of 
sundry indebtedness. As a result of this early extinguish- 
ment of debt, Grace incurred an after-tax charge of $35.3 
million for premiums paid in excess of the Notes’ princi- 
pal amounts and other costs related to the purchase of the 
Notes and MTNs (including the costs of settling related 
interest rate swap agreements). These costs are presented 
as an extraordinary item in the Consolidated Statement of 
Operations. Net cash used for financing activities in 1997 
was $621.3 million, primarily relating to reductions of 
debt, the repurchase of approximately 6 million shares of 
stock, and the payment of dividends, partially offset by 
proceeds from the exercise of stock options. 


At December 31, 1999, Grace had committed borrowing 
facilities totaling $500.0 million, consisting of $250.0 
million expiring in May 2000 and $250.0 million under 
a long-term facility expiring in May 2003. These facilities 
support the issuance of commercial paper and bank 
borrowings, of which $89.7 million was outstanding at 
December 31, 1999. The aggregate amount of net unused 
and unreserved borrowings under short-term and long- 
term facilities at December 31, 1999 was $410.3 million. 
Total debt was $136.2 million at December 31, 1999, an 
increase of $22.8 million from December 31, 1998. 


Grace is the beneficiary of life insurance policies on cur- 
rent and former employees with benefits in force of 


approximately $2,309 million and net cash surrender 
value of $81.6 million at December 31, 1999, comprised 
of $432.4 million in policy gross cash value offset by 
$350.8 million of policy loans. The policies were acquired 
to fund various employee benefit programs and other 
long-term liabilities and are structured to provide cash 
flows (primarily tax-free) over the next 40-plus years. 


The Company intends to utilize policy cash flows, which 
are actuarially projected to range from $15 million to 
$45 million annually over the policy terms, to fund (par- 
tially or fully) noncore liabilities and to earmark gross 


policy cash value as a source of funding for noncore 
obligations. The Company also intends to explore struc- 
turing options for the policies and policy loans to 
enhance returns on assets, to reduce policy expenses and 
to better match policy cash flows with payments of non- 
core liabilities. 


In April 1998, the Company's Board of Directors 
approved a program to repurchase up to 20% of the 
Company's outstanding shares in the open market 
(approximately 15,165,000 shares). Through December 
31, 1999, the Company had acquired 12,105,300 shares 
of common stock for $177.5 million under the program 
(an average price per share of $14.67). Through February 
2000, the Company acquired an additional 1,357,500 
shares for $15.7 million (an average price per share of 
$11.58). In 1997, Grace substantially completed a share 
repurchase program initiated in 1996 by acquiring 
6,306,300 shares of common stock for $335.9 million, or 
an average price of $53.26 per share. Average prices per 
share for shares repurchased in 1997 are not comparable 
to 1999 and 1998 due to the Packaging Business transac- 
tion (see Notes 1 and 3). 


Grace believes that its current cash position together with 
cash flow generated from core operations, assets available 
to fund noncore obligations and committed borrowing 
facilities will be sufficient to meet its cash requirements 
and fund business growth for the foreseeable future. 


Inflation 


The Euro 


The financial statements are presented on a historical cost 
basis and do not fully reflect the impact of prior years’ 
inflation. While the US inflation rate has been modest for 
several years, the Company operates in international areas 
with both inflation and currency issues. The ability to pass 
on inflation costs is an uncertainty due to general eco- 
nomic conditions and competitive situations. It is 
estimated that the cost of replacing the Company's prop- 
erty and equipment today is greater than its historical cost. 
Accordingly, depreciation expense would be greater if the 
expense were stated on a-current cost basis. 


Year 2000 Computer Systems Compliance 


As of November 30, 1999, all information technology (IT) 
and non-IT systems and items were reported to be Year 
2000 compliant. Through December 31, 1999, 94% of key 
vendors and 81% of key customers had returned or made 
available to Grace information on their compliance status. 


Grace achieved the rollover to the new millennium with- 
out experiencing any significant Year 2000 related issues. 
Essentially all IT and non-IT systems Grace-wide have 
functioned normally since January 1, 2000. Only a few 
minor isolated Year 2000 issues occurred, and these were 
all remedied promptly without any impact to operations. 
At the present time, Grace is not aware of any significant 
unresolved Year 2000 issues with any vendor or customer. 


The total cost of the Grace Year 2000 effort was $3.9 mil- 
lion. This cost excludes the cost of implementing SAP soft- 
ware since, despite being a critical component of the Grace 
Year 2000 remediation effort, this was a project that was 
already planned and was not accelerated due to Year 2000 
issues. This amount also excludes internal costs, principally 
the payroll costs, of IT personnel solely devoted to the Year 
2000 remediation effort. No material IT or non-IT projects 
were delayed due to the Grace Year 2000 remediation effort. 


Effective January 1, 1999, eleven of the fifteen member 
countries of the European Union adopted one common 
currency known as the euro. Grace has operations in 9 of 
the 11 countries which have adopted the euro and is well 
positioned to comply with the legislation applicable to 
its introduction. The Company anticipates that the euro 
conversion will not have a material adverse impact on its 
financial condition or results of operations. 


Accounting Pronouncements 


In June 1999, the Financial Accounting Standards 
Board (FASB) issued SFAS No. 137, “Accounting for 
Derivative Instruments and Hedging Activities—Deferral 
of the Effective Date of SFAS No. 133.” This statement 
defers the effective date of SFAS 133 for one year. SFAS 
No. 133 requires an entity to recognize all derivatives as 
either assets or liabilities and measure those instruments at 
fair value. At December 31, 1999, the Company did not 
hold or issue any derivative financial instruments for trad- 
ing purposes; therefore, this standard would not have 
impacted the Company’s financial statements. 


Forward-Looking Statements 


The forward-looking statements contained in this 
document are based on current expectations regarding 
important risk factors. Actual results may differ 
materially from those expressed. In addition to the uncer- 
tainties referred to in Management's Discussion of Results 
of Operations and Financial Condition, other uncertain- 
ties include the impact of worldwide economic condi- 
tions; pricing of both the Company's products and raw 
materials; customer outages and customer demand; fac- 
tors resulting from fluctuations in interest rates and for- 
eign currencies; the impact of competitive products and 
pricing; success of Grace's process improvement initiatives; 
and the impact of tax and legislation and other regulations 
in the jurisdictions in which the Company operates. Also, 
see “Introduction and Oyerview-Projections and Other 
Forward-Looking Information” in Item 1 of Grace's 1999 


Annual Report on Form 10-K. 


MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL REPORTING 


Management is responsible for the preparation, integrity and objectivity of the Consolidated Financial Statements and 
the other financial information included in this report. Such financial information has been prepared in 


conformity with generally accepted accounting principles and accordingly includes certain amounts that 
represent management's best estimates and judgments. Actual amounts could differ from those estimates. 


Management maintains internal control systems to assist it in fulfilling its responsibility for financial reporting. These 
systems include business, accounting and reporting policies and procedures, selection of personnel, segregation of duties 
and an internal audit function. While no system can ensure elimination of all errors and irregularities, Grace's systems, 
which are reviewed and modified in response to changing conditions, have been designed to provide reasonable assur- 
ance that assets are safeguarded, policies and procedures are followed and transactions are properly executed and report- 
ed. The concept of reasonable assurance is based on the recognition that there are limitations in all systems of internal 
control and that the costs of such systems should not exceed their benefits. 


The Audit Committee of the Board of Directors, which is comprised of directors who are neither current nor 
former officers, employees or consultants to Grace, meets regularly with Grace's senior financial personnel, 
internal auditors and independent accountants to review audit plans and results, as well as the actions taken by 
management in discharging its responsibilities for accounting, financial reporting and internal control systems. 
The Audit Committee reports its findings and recommends the selection of independent accountants to the 
Board of Directors. Grace's management, internal auditors and independent accountants have direct and 
confidential access to the Audit Committee at all times. 


The independent accountants are engaged to conduct the audits of and report on the Consolidated Financial 
Statements in accordance with generally accepted auditing standards. These standards require a review of the 
systems of internal controls and tests of transactions to the extent considered necessary by the independent 
accountants for purposes of supporting their opinion as set forth in their report. 


Paul J. Nofris Robert M. Tarola 
Chairman, President and Senior Vice President and 
Chief Executive Officer Chief Financial Officer 


REPORT OF INDEPENDENT ACCOUNTANTS 


To the Shareholders and Board of Directors of W. R. Grace & Co. 

In our opinion, the accompanying consolidated financial statements appearing on pages 29 through 54 of this report 
present fairly, in all material respects, the financial position of W. R. Grace & Co. and its subsidiaries at December 31, 
1999 and 1998, and the results of their operations and their cash flows for each of the three years 
in the period ended December 31, 1999, in conformity with accounting principles generally accepted in the 


United States. These financial statements are the responsibility of the Company's management; our responsibility 
is to express an opinion on these financial statements based on our audits. We conducted our audits of these 
statements in accordance with auditing standards generally accepted in the United States, which require that 
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 


disclosures in the financial statements, assessing the accounting principles used and significant estimates made 


by management, and evaluating the overall financial statement presentation. We believe that our audits provide 
a reasonable basis for the opinion expressed above. 


trace unle Koel baphe Lif 


Baltimore, Maryland 
February 1, 2000 


CONSOLIDATED FINANCIAL STATEMENTS 


W. R. Grace & Co. and Subsidiaries 
Consolidated Statement of Operations Year Ended December 31, 
Amounts in millions, except per share amounts 1999 1998 1997 
jNcesalesiy engl ianideteiad made es! Sess mM ERT Gad oieane as $ 1,471.9 $ 1,463.4 $ 1,478.4 
| Other income .. . 56.7 Le ae 54.8 
| 1,528.6 1,499.8 1,533.2 
| Cost of goods sold, exclusive of depreciation and amortization 
shown separately: bela wii ca tics asides dognwaieisiod Mie Seeisitipcme cca 856.2 883.4 915.9 
Selling, general and administrative expenses... 2.06.00 6.000 e sce e eee 321.3 321.4 376.8 
Research and development expenses .... 562.006: 00eseeeceveeeeeees 42.4 47.4 42.4 
Depreciation\and amortization. . 06+. 00+-iceseueseves es vetuesens 89.2 92.1 94.8 | 
Interest expense and related financing costs... . 06.0. .0esy eee ee eens eee 16.1 19.8 21.2 
Provision for restructuring and asset impairments...... 06.006... 0e eee _— 21.0 47.8 
Net insurance recovery on environmental remediation . . . ss (38.2) = 
Provision for asbestos-related litigation ,......... 000s: eee eee eee eee ee a 376.1 — | 
Gaitron suleiof businesyesss sy ica suis sind deta gate eh eioivee ene ee Raine _ = Sy (103.Di| 
1,325.2 1,723.0 1,395.8" | 
Income (loss) from continuing operations before income taxes ......... 4. 203.4 (223.2) 137.4 
| (Provision for) benefit from income taxes... ...0.csscccuceueeeeucees (73.2) (iS ee (51.5) | 
Income (loss) from continuing operations ...... 0... .60.e00 es eee 130.2 (149.2) 85.9 
| Income from discontinued operations, net of tax... 266s eee sete eee es 5.7 0.9 pail ek tae | 
Income (loss) before extraordinary item .....5.. sss. eeee ee eeee eee eeeee 135.9 (148.3) 261.0 
Extraordinary item—loss from early extinguishment of debt, net of tax. . “ze Be Pe) ose 
Net inicome (loag)sii)x' iistamtien aavntesetionntasted cea iae eae t $ 135.9 $ (183.6) $ 261.0 | 
Basic earnings per share: | 
Continuing operations $1.84 $ (2.00) $1.16 
Nétincomie (loss)s nomad iecaten sc ecinctae osohek Guo  catwnton $ 1,92 $ (2.46) $ 3.53 
Weighted average number of basic shares .......0.s0eereeeeseeeeesnees 70.7 74.6 74.0 | 
Diluted earnings per share: | 
Continuing operations $ (2.00) $1.13 | 
INetiticome: (1085) oie atinlen ln eet ec om aad et GUNN H $ (2.46) $3.45 | 
Weighted average number of diluted shares 74.6 75.7 | 
rae SE: eee elas | 


The Notes to Consolidated Financial Statements are an integral part of these statements. 


29 


W. Ro Grace & Co. and Subsidiaries 


Consolidated Statement of Cash Flows Year Ended December 31, 
Dollars in millions 1999 1998 1997 
| OPERATING ACTIVITIES 
| Income (loss) from continuing operations before income taxes .......-+.06+++00000+ $ 203.4 $ (223.2) $ 137.4 
Reconciliation to cash provided by (used for) operating activities: 
Depreciation atid'amortreation 5 sais tcieisies aihisaiarsicinis sre cawiengrains oe waite ee 89.2 92.1 94,8 
Provision for asbestos-related litigation .......0- 0020 eceeceee eens eenees ae _ 376.1 a 
Provision for restructuring and asset impairments. .........0.0ee0eee ee eee ie _ 21.0 47.8 
| Gain on sales of businesses — — (103.1) 
Gain on disposal of assets (13.6) _— _ 
Changes in assets and liabilities, excluding effect of businesses 
acquired/divested and foreign currency exchange: 
Decrease (increase) in notes and accounts receivable, net ...........0000ee005 0.5 85.7 (70.2) 
(Increase) decrease in inventories (5.7) 0.5 (7.9) 
Decrease (increase) in subordinated interest of accounts receivable sold : 37.0 (65.1) a 
(Decrease) increase in accounts payable ..... 2.200.200 se eee eee eee a (0.3) 15.3 (26,3) 
Increase (decrease) in accrued liabilities ..........000 ccc cece cece eee 12.6 (157.1) (94.8) 
Expenditures for asbestos-related litigation .........20.00ces cece eee ee (115.9) (238.7) (142.8) 
Proceeds from asbestos-related insurance 73.1 74.0 68.7 
Expenditures for environmental remediation .........0..0000cee eee ee ee (17.8) (28.9) (1.1) 
Expenditures for postretirement benefits ....... 00.0000 cece eee eee ee ee (19.6) (21.0) (19.7) 
OE iscsi Siaisrohnaastiotes sien Gia otc cha bavi iets aa temiatere nT ais sre Bem (8.3) (8.1) 59.5 
Net pre-tax cash provided by (used for) operating activities of continuing operations 234.6 (77.4) (87.7) 
| Net pre-tax cash (used for) provided by operating activities of discontinued operations . . . . (42.9) (66.0) 333.4 
| Net pre-tax cash provided by (used for) operating activities .............0005 191.7 (143.4) 245.7 
Thicosete: faxes) paid, Ceti OR re LKICAASy a raPaty wibcaser aime: msnseianncosestiers Gu epnrateinrerhaW ceasayatanis ara (54.4) 70.7 (9.3) 
| Net cash provided by (used for) operating activities... .. 20.0.0... 000000 eee 137.3 (72.7) 236.4 
INVESTING ACTIVITIES 
) Capital eependiennes) Sr. cassie ois en aarreii sis slave WER SBIEMCRAININGIS cis iplaa ols (82.5) (100.9) (258.7) 
| Businesses acquired in purchase transactions, net of cash acquired .........-2-0.0505 (9.4) _— (17.2) 
| Net investing activities of discontinued operations .............000ceceeeee eee es (54.1) (14.3) (70.7) 
Net proceeds from divestments of businesses...... 206.060 s0ceeeeeeeeeeeeeeees 184.6 3.9 695.5 
Proceeds from disposals of assets 40.6 al 21.2 
Net cash provided by (used for) investing activities ............0.0.0.000005 79.2 (108.2) 370.1 
| FINANCING ACTIVITIES 
Repayments of borrowings having original maturities in excess of three months ........ — (698.5) (162.3) 
Borrowings having original maturities of three months or less, net of repayments ....... 18.7 (331.3) (142.0) 
Proceeds from the'exercise:of stock Options: .:.5<;p 0: se slo's sieiaisisiecincinre sidtere aeia)aiaeinale 26.6 52.0 60.1 
Birchactaes ext tresguithy: testes 2 cnaza bags aS cravarbinda pr xpoysdaherosanea ana Choraistagetanena ava Shahabasge (95.3) (82.2) (335.9) 
Net financing activity of discontinued operations . . (27.5) 1,256.6 _— 
UE eye Hiern tah ry cs ate tena certain Nps cin Tnfe'g or euspehanenn a aye: TODO aT Lereininn-aneuwvele _ _— (41.2) 
Net cash (used for) provided by financing activities ..........00000s0eeueeees (77.5) 196.6 (621.3) 
Effect of currency exchange rate changes on cash and cash equivalents ...........065+ (4.5) 2.0 (5.9) 
| Increase (decrease) in cash and cash equivalents ..........000202000e0eeeeeee 134.5 17.7 (20.7) 
| Cash and cash equivalents, beginning of year ...........000eeeeeeeee eee 65.3 47.6 68.3 
Cash and cash eqnivalents, end of year... (0:66 sisiseieweis ocmenaieen oe nreniene $ 199.8 $65.3 $ 47.6 


The Notes to Consolidated Financial Statements are an integral part of these statements. 
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W. R. Grace & Co. and Subsidiaries 


| Consolidated Balance Sheet December 31, 
Amounts in millions, except par value and shares 1999 1998 
| ASSETS 
Current Assets 
| Cash and cash equivalents «0.00. seseeee seen sere eee e ee eee eee ees ence retest e eases $ 199.8 $ 65,3 
| Notes and accounts receivable, net 193.6 196.9 
|AIDWENTONIES o/c! a\cIere nia cate, siererere 128.2 130,1 | 
Deferred income taxes 111.7 81.0 
Asbestos-related insurance 75.2 66.7 
Dither catenin assets 6. hess < wtite et esc p lash Mit hmPachsa are Didinre oauiata (arm sion Gist M hie aden cereal ale 713 85.6 
| Total Current Assets 779.8 625.6 
| 
| Properties and equipment, net of accumulated depreciation and 
|. amortization of $908.3 (1998-$879.1) 2.00. 0iscse eee ce sens vedeueweveaeneveneaee 617.3 661.4 | 
| Goodwill, less accumulated amortization of $7.2 (1998-$9.8) .....0. 066s ccc e ees ene een 254 37.8 
Cash value of life insurance policies, net of policy loans... 50.6000 eee e eee eee cece ne eees 81.6 77.0 
WDefecredsineome waxes ns crvnvrac inate kis eereniecet ota ac electorate lala Rpts aarerqitiolslo(s $, asinine 345.8 406.9 | 
| Ashestos-related insurance expected to be realized after one year . . . 376.3 | 
| Other asse 388.8 


Retell Apabes © ifs, Ait ah mre a ealasstsla gh alcaharegnn aa RTT Sn sta ate ma ielot AGU oot paney RAN aie ocnl 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current Liabilities 


Shortocerta debts os /cms:c iitjciesareraie aistetelese ster ‘ » $ 13.0 $ 80.6 
| Accounts payable... . 124.1 123.7 
| Income taxes payable .. . AGL 118.7 135.3 
Asbestos-related liability expected to be satisfied within one ye: 3 5 199.3 95.5 
Other current liabilities Lapis PENRO Ne ohn Dery __ 286.3 206.7 
WROtali Current, biabilttses iiscaciajanscrvbin diets aeinicisate olalayrel-1 cle. e's pie inte styeamuye etna 741.4 641.8 
Bongater debe. vs seis issarcss atin sie dleiordelaaninrd efbipsata saoe’al vale ai tes$e i cGesgs gn pinyaie! a aly op 123.2 32.8 
Deferred come stances=« 5, jessie. oa’y'a wvetafareintee wate nsoiblers 0! 20.5 24.5 
Asbestos-related liability expected to be fied after one year. 884.7 1,104.4 
Other liabilities SR eS 
Total Liabilities 2,336.0 2,486.2 
Commitments and Contingencies 
| Shareholders’ Equity 
Common stock issued, par value $.01; 300,000,000 shares authorized; 
outstanding: 1999-69,414,000; 1998—72,503,000 ... 2... eee cece ee eee ee tee eee eens 0.8 0.7 
Paid in capital . 422.6 409.3 
Accumulated de (81.2) (157.6) 
Deferred:compensation trust 1... ..5s 00s 6 see et ee ee need ances Bee (0.6) (0.8) 
| Treasury stock, at cost: 6,628,500 common shares (1998—5,149,100).. (89.1) (83.1) 
Accumulated other comprehensive loss... 6... +0++4s0eeeee ee eee bea C5.) (80.9) 
Total Shareholders’ Equity 6.2.5 5.2. fos ccpcissvievey eee enlevew ess cay tacee names 156.6 _ 87.6 
Total Liabilities and Shareholders’ Equity... 2.0.6.6 000s cece cece ee ee eee eens $ 2,492.6 $ 2,573.8 


The Notes to Consolidated Financial Statements are an integral part of these statements. 


[W. R) Grace & Co. and Subsidiaries 
| Consolidated Statement of Sharcholders’ Equity 


Retained 

Common Earnings 

Stock and (Accumulated | Compensation 
Paid in Capital Deficit) Trust 


Accumulated 
Deferred Other Total 
Comprehensive Shareholders’ 


Dollars in millions Income (Loss) Equity 


Balance, December 31, 1996 .. . $ 172.6 $ (64.6) $ 632.4 


| Net income 
Dividends paid 


Purchase of common stock 


Retirement of treasury stock 
| Other comprehensive (loss) 


Shares issued under stock plans . . . 


261.0 

(41.2) 
86.8 — 
(47.6) (284.1) 


261.0 
(41.2) 
(335.9) 

85.8 


(134.2) (134.2) 
$ (198.8) $ 467.9 


Balance, December 31,1997 ...  $ 3 $ 108.3 


Wetlorticcocwas smaneands animes (183.6) (183.6) 
Separation of Packaging Business. . (233.8) (82.3) .5 (196.4) 
Reclassification of assets in 

deferred compensation trust. . . . 2 4.2 
Purchase of common stock (83.1) 
Shares issued under stock plans . . . 7 i 79.9 
Other comprehensive (loss) (1.3) 


Balance, December 31,1998 ... $4100  $(157.6) $83.1) $87.6 


_ 135.9 — 135.9 
— = (94.4) (94.4) 
| Shares issued under stock plans . . . 423 — \ — 42.5 
Retirement of treasury stock (28.9) (59.5) 88.4 — — 

Other comprehensive (loss) _ (15.0) (15.0) 


Balance, December 31, 1999... $ 423.4 $ (81.2) “$(89.1)  —-$ (95.9) $156.6 


W. R. Grace & Co. and Subsidiaries 


Consolidated Statement of Comprehensive Income (Loss) Year Ended December 31, 


| Dollars in millions 1998 1997 


PMc empiri LIES) oc sccaytroerin nuns eta arare Sie aha iavaia Miaaleroendave acess $ (183.6) $ 261.0 


| Other comprehensive income (loss): 

| Foreign currency translation adjustments (134.2) 
Net unrealized gains on investments er ! 5 _ 

| Minimum pension liability adjustments , : _ 


Total other comprehensive (loss) od (134.2) 


Comprehensive income (loss) : t $ 126.8 


The Notes to Consolidated Financial Statements are an integral part of these statements. 


Notes to Consolidated Financial Statements 
(Dollars in millions unless otherwise stated) 


1, Basis of Presentation and Summary 
of Significant Accounting and Financial 
Reporting Policies 


W. R. Grace & Co., through its subsidiaries, is primar- 
ily engaged in specialty chemicals and specialty materi- 
als businesses on a worldwide basis. These businesses 
consist of catalysts and silica products (Davison 
Chemicals) and construction chemicals, building mate- 


rials and container products (Performance Chemicals). 


W. R. Grace & Co. conducts substantially all of its 
business through a direct, wholly owned subsidiary, 
W,. R. Grace & Co.-Conn. (Grace-Conn.). Grace-Conn. 
owns substantially all of the assets, properties and rights 
of W. R. Grace & Co., either directly or through 
subsidiaries. On a consolidated basis, Grace-Conn.’s 
statement of operations, statement of cash flows and 
balance sheet are substantially the same as those of 
W. R. Grace & Co.'s as reflected in the consolidated 


financial statements included herein. 


As used in these notes, the term “Company” refers to 
W. R. Grace & Co. The term “Grace” refers to the 
Company and/or one or more of its subsidiaries and, 


in certain cases, their respective predecessors. 


Packaging Business Transaction: On March 31, 1998, 
a predecessor of the Company (Old Grace) completed a 
transaction in which its flexible packaging business 
(Packaging Business) was combined with Sealed Air 
Corporation (Sealed Air). Old Grace effected this transac- 
tion by transferring its specialty chemicals businesses 
along with certain other businesses and assets to the 
Company (then named Grace Specialty Chemicals, Inc.), 
distributing the shares of the Company's common stock 
to Old Grace’s shareholders on a one-for-one basis (Spin- 
off) and merging a subsidiary of Old Grace with Sealed 


Air (Merger). Immediately following the Spin-off and 
Merger, the Company changed its name to “W. R. Grace 
& Co.” and Old Grace changed its name to “Sealed Air 
Corporation” (New Sealed Air). As a result of the transac- 
tion, the Packaging Business was classified as a discontin- 


ued operation as of December 31, 1997. 


For further information, see Old Grace's Joint Proxy 
Statement/Prospectus dated February 13, 1998, the 
Company's Information Statement dated February 13, 
1998 and Note 3. 


Principles of Consolidation: The Consolidated 
Financial Statements include the accounts of the 
Company and majority-owned companies as to which the 
Company exercises control over operating and financial 
policies. Intercompany transactions and balances are 
eliminated in consolidation. Investments in affiliated 
companies as to which the Company does not exercise 
control over operating and financial policies are account- 


ed for under the equity method. 


Reclassifications: Certain amounts in prior years 
Consolidated Financial Statements have been reclassified 
to conform to the 1999 presentation and as required with 


respect to discontinued operations. 


Use of Estimates: The preparation of financial state- 
ments in conformity with generally accepted accounting 
principles requires that management make estimates and 
assumptions affecting the assets and liabilities (including 
contingent assets and liabilities) reported at the date of the 
Consolidated Financial Statements and the revenues and 
expenses reported for the periods presented. Actual 


amounts could differ from those estimates. 


Cash Equivalents: Cash equivalents consist of liquid 
instruments with maturities of three months or less when 
purchased. The recorded amounts approximate fair value 


because of the short maturities of these investments. 


Sale of Accounts Receivable: Grace enters into trans- 
actions to sell certain of its trade accounts receivable and 
retains a subordinated interest and servicing rights. Net 
losses on the sale of receivables are based on the carrying 
value of the assets sold, allocated in proportion to their 
fair value. Retained interests are carried at fair value and 
are included in other current assets in. the Consolidated 
Balance Sheet. Grace generally estimates fair value based 
on the present value of expected future cash flows less 
management’ best estimates of uncollectible accounts 
receivable. Grace maintains an allowance for doubtful 
accounts receivable based upon the expected collectibility 
of all trade receivables, including receivables sold. The 
allowance is reviewed regularly and adjusted for accounts 
deemed uncollectible by management. Expenses and loss- 
es associated with the program are recognized as a com- 
ponent of interest expense and related financing costs. 


Inventories: Inventories are stated at the lower of cost or 
market. The methods used to determine cost include first- 
in/first-out and, for substantially all U.S. inventories, last- 
in/first-out. Market values for raw materials are based on 
current cost and, for other inventory classifications, net 


realizable value. 


Properties and Equipment: Properties and equipment 
are stated at cost. Depreciation of properties and equip- 
ment is generally computed using the straight-line 
method over the estimated useful life of the asset. 
Estimated useful lives range from 20 to 40 years for build- 
ings, 3 to 7 years for information technology equipment, 
3 to 10 years for machinery and equipment and 5 to 10 
years for furniture and fixtures. Interest is capitalized in 
connection with major project expenditures. Fully depre- 
ciated assets are retained in properties and equipment and 
related accumulated depreciation accounts until they are 
removed from service. In the case of disposals, assets and 
related accumulated depreciation are removed from the 
accounts and the net amount, less any proceeds from dis- 
posal, is charged or credited to income. Grace reviews 
long-lived assets for impairment whenever events or 
changes in circumstances indicate that the carrying 


amount of an asset may not be fully recoverable. 


Goodwill: Goodwill arises from certain purchase busi- 
ness combinations and is amortized using the straight-line 
method over appropriate periods not exceeding 40 years. 
Grace reviews its goodwill for impairment whenever 
events or changes in circumstances indicate that the 


carrying amount may not be fully recoverable. 


Revenue Recognition: Grace generally recognizes rev- 
enue upon shipment of goods to customers or upon per- 
formance of services. 


Research and Development Costs: Research and 


development costs are charged to expense as incurred. 


Consolidated Statement of Cash Flows: Balance 
sheet information relating to a discontinued business is 
not restated for periods prior to the date of classification 
of a business as a discontinued operation. Accordingly, 
“Net pre-tax cash used for operating activities of discon- 
tinued operations” excludes the effects of changes in 
working capital of discontinued operations prior to their 
classification as such. The net investing and financing 
activities of discontinued operations represent cash flows 
of discontinued operations subsequent to the respective 


dates of such classifications. 


Income Taxes: Grace recognizes deferred tax assets and 
liabilities with respect to the expected future tax conse- 
quences of events that have been recorded in the 
Consolidated Financial Statements and tax returns, If it is 
more likely than not that all or a portion of deferred tax 
assets will not be realized, a valuation allowance is provid- 
ed against such deferred tax assets. 


Foreign Currency Translation: Assets and liabilities of 
foreign subsidiaries (other than those located in countries 
with highly inflationary economies) are translated into 
U.S. dollars at current exchange rates, while their rev- 
enues, costs and expenses are translated at average 
exchange rates during each reporting period; resulting 
translation adjustments are included in the accumulated 
other comprehensive income (loss) section of the 
Consolidated Balance Sheet. The financial statements of 
subsidiaries located in countries with highly inflationary 


economies are remeasured as if the functional currency 


were the U.S. dollar; the remeasurement creates transla- 
tion adjustments that are reflected in net income. 


Financial Instruments: Grace periodically enters into 
interest rate swap agreements and foreign exchange for- 
ward and option contracts to manage exposure to fluctu- 
ations in interest and foreign currency exchange rates. 
Grace does not hold or issue derivative financial instru- 


ments for trading purposes. 


2. Asbestos-Related Litigation 


Grace is a defendant in property damage and bodily 
injury lawsuits relating to previously sold asbestos- 
containing products and expects that it will be named 
as a defendant in additional asbestos-related lawsuits in 
the future. Grace was a defendant in 50,342 asbestos- 
related lawsuits at December 31, 1999 (11 involving 
claims for property damage and the remainder involving 
105,670 claims for bodily injury), as compared to 45,086 
lawsuits at December 31, 1998 (14 involving claims for 
property damage and the remainder involving 97,017 
claims for bodily injury). 


Property Damage Litigation 

The plaintiffs in property damage lawsuits generally 
seek to have the defendants absorb the cost of removing, 
containing or repairing the asbestos-containing materials 
in the affected buildings. Each property damage case is 
unique in that the age, type, size and use of the building, 
and the difficulty of asbestos abatement, if necessary, vary 
from structure to structure. Thus, the amounts involved 
in prior dispositions of property damage cases are not nec- 
essarily indicative of the amounts that may 
be required to dispose of cases in the future. Information 
regarding product identification, the amount of product 
in the building, the age, type, size and use of the 
building, the jurisdictional history of prior cases and the 
court in which the case is pending provide meaningful 
guidance as to the range of potential costs. Grace has 
recorded an accrual for all existing property damage 
cases for which sufficient information is available to 
form a reasonable estimate of such exposure. 


Through December 31, 1999, 140 asbestos property 
damage cases were dismissed without payment of any 
damages or settlement amounts; judgments were entered 
in favor of Grace in nine cases (excluding cases settled 
following appeals of judgments in favor of Grace); 
judgments were entered in favor of the plaintiffs in 
seven cases for a total of $60.3 million; and 203 
property damage cases were settled for a total of 
$603.8 million. 


Property Damage Case Activity 1999 1998 
Cases outstanding, beginning of year..., 14 18 
| New cases filed 2.6... ceeeeetaeeees — 2 
Settlements RP ae ee (3) (5) 
Dismissals _ (1) 
Judgments — _— 
| Cases outstanding, end of year ...,... 11 14 


| 
L 


Bodily Injury Litigation 
Bodily injury claims are generally similar to each other 
(differing primarily in the type of asbestos-related illness 
allegedly suffered by the plaintiff). However, Grace's esti- 
mated liability for such claims is influenced by numerous 
variables, including the solvency of other former asbestos 
producers, cross-claims by co-defendants, the rate at 
which new claims are filed, the jurisdiction in which the 
filings are made, and the defense and disposition costs 
associated with these claims. Grace’s bodily injury liabili- 
ty reflects management's estimate of the number and ulti- 
mate cost of present and future bodily injury claims 
expected to be asserted against Grace given demographic 
assumptions of possible exposure to asbestos products 
manufactured by Grace. 


Through December 31, 1999, approximately 14,700 
asbestos bodily injury lawsuits involving approximately 
32,800 claims were dismissed without payment of any 
damages or settlement amounts (primarily on the basis 
that Grace products were not involved), and approxi- 
mately 48,200 lawsuits involving approximately 124,900 
claims were disposed of (through settlement and judg- 
ments) for a total of $410.3 million. Bodily injury claim 
activity for 1999 and 1998 was as follows: 
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| to be satisfied within one year........ 


(Dollars in millions) 
| ee Tene See 


Bodily Injury Claim Activity 1999 1998 | 
Claims outstanding, beginning of year.. 97,017: 96,933 
i Nesy clairasntsisy.rc-a eats eran ores atta 26,941 20,993 
| Settlements. (16,174) (19,503) 
Dismissals (2,109) (1,399) 
Judgments (5) (7) 
Claims outstanding, end of year ..... 105,670 97,017 


Asbestos-Related Liability 


Grace estimates its property damage and bodily injury lia- 
bilities based on its experience with, and recent trends in, 
asbestos litigation. These estimates include property dam- 
age and bodily injury indemnity as well as defense costs. 
Grace regularly evaluates its financial exposure to 
asbestos-related lawsuits and the adequacy of related 
recorded liabilities. The amounts recorded at each balance 
sheet date reflect Grace's best estimate of probable and 
estimable liabilities in all material respects. However, 
changes to estimates of probable liabilities may occur as 
actual experience is gained over time. In the fourth 
quarter of 1998, a change in the accrual period for 
asbestos-related bodily injury litigation resulted in a non- 
cash net pre-tax charge of $376.1 million ($244.4 million 
after-tax). The provision consisted of an addition of 
$576.9 million to the asbestos liability primarily for 
bodily injury indemnity and defense costs, partially offset 
by expected recoveries from insurance carriers of $200.8 
million ($130.5 million after-tax). 


Estimated Liability for 
Asbestos-Related Litigation 


Asbestos-related liability expected * 
$95.5. 


Asbestos-related liability expected 
to be satisfied after one year 


Total asbestos-related liability....... 


The current portion of Grace's asbestos-related liability is 
based on management’ estimate of indemnity payments 
and defense costs expected to be paid within one year. 


Asbestos-Related Insurance 


Grace previously purchased insurance policies with 
respect to its asbestos-related lawsuits and claims. Activity 


in Grace’s notes receivable from insurance 


carriers and asbestos-related insurance receivable 
during 1999 and 1998 was as follows: 


Estimated Insurance Recovery on 


Asbestos-Related Liabilities 
| (Dollars in millions) 1999 1998 
Notes Receivable | 
Notes receivable from insurance 
carriers, beginning of year, net | 
of discount of $2.3 (1998-$4.8) ...... $ 18.0 $313 | 
Proceeds received under asbestos-related 
insurance settlements............... (14.2) (15.8) 
Current year amortization of discount . . . Than Ss 
Notes receivable from insurance | 
carriers, end of year, net of discount | 
of $0.8 (1998-$2.3).........2.2.05e 5.3 18.0 | 
Insurance Receivable 
| Asbestos-related insurance receivable, 
beginning of year... ....0...0.0.05% 425.0 282.4 
Proceeds received under asbestos-related 
insurance settlements..............% (58.9) (58,2) 
Increase in asbestos-related 
insurance receivable . 2.2.0.6. .00000 + — 200.8 
Asbestos-related insurance receivable, 
end ofiyeak tee hance esa tenes 366.1 425.0. | 
Total amounts due from | 
insurance carriers... 02.00.0020 eeuee 371.4 443.0 
Expected to be realized within one year. (75.2) (66.7) _ 
Expected to be realized after one year... $296.2 $376.3 


PE 


GMAIRES i, 23 


Grace has settled with and been paid by its primary insur- 
ance carriers with respect to both property damage and 
bodily injury cases and claims. Grace has also 
settled with its excess insurance carriers that wrote 
policies available for property damage cases; those settle- 
ments involve amounts paid and to be paid to Grace. In 
addition, Grace has settled with many excess insurance 
carriers that wrote policies available for bodily injury 
claims. Grace is currently in litigation with certain 
remaining excess insurance carriers whose policies 
generally represent layers of coverage Grace has not 
yet reached. Such policies are believed by Grace to be 
available for asbestos-related bodily injury lawsuits. 
Insurance coverage for asbestos-related liabilities has 
not been commercially available since 1985. 


The asbestos-related insurance asset represents amounts 


expected to be received from carriers under 
settlement agreements for defense and disposition 
costs to be paid by Grace. Estimated insurance 
reimbursements relate to property damage and bodily 
injury cases and claims pending at year-end 1999 and 


bodily injury claims expected to be filed in the future. 


Notes receivable from insurance carriers do not bear stat- 
ed interest rates and, therefore, have been discounted 
using a weighted average interest rate of 6.7%. 
Installments due in 2000 are classified as “current” in the 
Consolidated Balance Sheet. Payments under these notes 
will be received through 2001. 


Grace’s ultimate exposure with respect to its asbestos- 
related cases and claims partly depends on the extent to 


which its insurance will cover damages for which it may 
be held liable, amounts paid in settlement and litigation 
costs. In Grace's opinion, it is probable that recoveries 
from its insurance carriers (including amounts reflected as 
an asset discussed above), along with other funds, will be 
available to satisfy the property damage and bodily injury 
cases and claims pending at December 31, 1999, as well 
as bodily injury claims expected to be filed in the future. 


3. Discontinued Operations 


Packaging Business Transaction 


As discussed in Note 1, the Spin-off and the Merger were 
completed on March 31, 1998. Prior to the Spin-off and 
the Merger, Old Grace and a Packaging Business 
subsidiary borrowed $1,258.8 million (inclusive of $2.2 
million of bank fees) and made a cash transfer of $1,256.6 
million to Grace, which used the transferred funds to 
repay substantially all of Grace’s debt (see Note 10). The 
borrowed funds are shown as a net financing activity of 
discontinued operations in the Consolidated Statement of 
Cash Flows for 1998. In the Merger and 
a related recapitalization, for each Old Grace common 
share outstanding at the close of trading on March 31, 
1998, each shareholder received .536 shares of New 
Sealed Air common stock and .475 shares of New Sealed 
Air convertible preferred stock. Upon the completion 
of the Spin-off and the Merger, the shareholders of Old 
Grace owned (a) 100% of the specialty chemicals 
businesses (through their ownership of 100% of the 
Company's outstanding shares) and (b) approximately 
63% of New Sealed Air, on a fully diluted basis. 
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The Packaging Business transaction resulted in an adjust- 
ment to shareholders’ equity of $196.4 million, repre- 
senting Grace's net investment in the Packaging Business. 


During 1998, Grace made certain amendments to one 
of its domestic pension plans which included offering a 
lump sum settlement option to former Grace employees 
not currently receiving benefits. During 1999, a signifi- 
cant number of the lump sum offers were settled and in 
accordance with Statement of Financial Accounting 
Standards (SFAS) No. 88, “Employers’ Accounting for 
Settlements and Curtailments of Defined Benefit Plans 
and for Termination Benefits,” the Company recognized 
a pre-tax loss of $11.0 million in connection with these 
settlements. A pre-tax noncash charge of $9.1 million 
($5.7 million after-tax) is included in “Income from 
discontinued operations, net of tax” in the Consolidated 
Statement of Operations as it relates to settlements with 
former Packaging Business employees. A pre-tax noncash 
charge of $1.9 million is included in selling, general and 
administrative expenses in the Consolidated Statement 
of Operations for settlements relating to former 
Grace employees not associated with the former 


Packaging Business. 


The Packaging Business transaction also required the 
Company to split certain pension plans and recognize a 
net curtailment loss for other plans. In accordance with 
SFAS No. 88, the Company recognized a net pre-tax 
loss of $8.4 million ($5.5 million after-tax) in 1998, 
in connection with these plans. This net pre-tax loss is 
included in “Income from discontinued operations, net of 
tax” in the Consolidated Statement of Operations. 


Cross Country Staffing 


In July 1999, the Company completed the sale of 
substantially all of its interest in Cross Country Staffing 
(CCS), a provider of temporary nursing and other health- 
care services for total cash proceeds of $184.6 
million. The Company's investment in CCS had been 
accounted for under the equity method. The sale 
resulted in a net pre-tax gain of $76.3 million ($32.1 
million after-tax) including the cost of the Company’s 
purchase of the interests held by third parties in CCS and 


the amount payable under CCS’s phantom equity plan 
prior to closing under the sale transaction. The gain and 
the operations of CCS prior to the sale are included in 
“Income from discontinued operations, net of tax” in the 
Consolidated Statement of Operations. Certain contin- 
gent liabilities, primarily related to tax matters of CCS, 
are being retained by the Company and are included 
in other current liabilities in the Consolidated 
Balance Sheet. 


Cocoa 


In February 1997, Grace sold its cocoa business to 
Archer-Daniels-Midland Company (ADM) for total 
proceeds of $477.6 million (including debt assumed by 
the buyer), subject to adjustment. The pre-tax and after- 
tax effects of the divestment were consistent with prior 
estimates and were charged against previously established 
reserves. In October 1997, ADM paid Grace an addi- 
tional $7.9 million (including $0.4 million of interest 
income) in settlement of the purchase price adjustment. 
In anticipation of this settlement, in the third quarter 
of 1997 Grace reversed previously recorded provisions 
of $19.0 million ($12.4 million after-tax) in 
discontinued operations. 


Other 

In August 1997, Grace sold TEC Systems to Sequa 
Corporation for total proceeds of $16.1 million. The loss 
on this sale was consistent with prior estimates and was 
charged against previously established reserves. 


Retained Obligations 

Under certain divestiture agreements, the Company has 
retained contingent obligations that could develop into 
situations where accruals for estimated costs of defense 
or loss would be recorded in a period subsequent to 
divestiture under generally accepted accounting princi- 
ples. The Company assesses its retained risks quarterly 
and accrues amounts to be payable related to these 
obligations when probable and estimable. 


During the third quarter of 1999, the Company revised 
its estimate of the outcome of certain of these retained 


contingent obligations based on current circumstances 


and, as a result, recorded an additional charge of $25.7 
million ($16.7 million after-tax). This charge is included 
in “Income from discontinued operations, net of tax” in 


the Consolidated Statement of Operations. 


Results of Discontinued Operations 


(Dollars in millions) 1999 1998 1997 


Netisdles:iiiteictly  Grictciea abe 


$— $431.2 $1,833. | 


(Loss) income from operations 
before taxes. ...0 05.05. 


(17.7) 14,7 
8.0 (13,8) 


264.6 | 
Income tax provision (101.9) 
(Loss) income from 

discontinued operations. ...... fs 0.9 
Net gains on dispositions 


of businesse 19.0. | 


Provision for income taxes on 
dispositions of businesses. ..... (6.6) 
| Other charges, net of tax ....... 


Total income from 
discontinued operations .... . 


$5.7 $0.9 


| Basic earnings per share from 
| discontinued operations $0.08 $0.01 
| Diluted earnings per share from 


discontinued operations $0.08 $0.01 


4, Income Taxes 


The components of income (loss) from continuing 
operations before income taxes and the related (provision 


for) benefit from income taxes are as follows: 


Income Taxes — 
Continuing Operations 


(Dollars in millions) 1999 1998 19975) 


Income (loss) from continuing, 
operations before income taxes: 


$135.9 $(275.8) $58.9 
67.5. 5216 78.5 


$203.4 $(223.2) $137.4 


Domestic 


Foreign 


| (Provision for) benefit from 
income taxes: 


$ (21.2) 
(26.4) 


$12.3 
(30.7) | 
(3.5) (1.3) (1.0) 
(23.1) (21.9) (34.5) 
10 (65) 2.4 | 
$ (73.2) $74.0 $ (51.5) 


Federal — current 
Federal — deferred 


State and local — current 


$79.2 


24.5 


Foreign — current 


Foreign — deferred 


The components of income (loss) from consolidated 
operations before income taxes and the related (provision 


for) benefit from income taxes are as follows: 


Income Taxes — 
Consolidated Operations 
(Dollars in millions) 


1997 | 


1998 


Income (loss) from consolidated 
operations before income taxes: 


$ (342.0) 


Foreign 2 7A 


Domestic $196.0 | 


225.1 


$ (264.9) $421.1 | 


(Provision for) benefit from 
income taxes; 
$ (40.7) 
(29.9) 
(7.8) 
(23.1) 
Foreign — deferred 1.0 


Federal — current $911 
31.2 
(3.6) 

(36.4) 


(1,0) 


$ (18.2) 
Federal — deferred (47.7) 
State and local = current (10.4) 

(75.9) | 


(7.9) 


Foreign — current 


$ (100.5) $81.3 $ (160.1) 


At December 31, 1999 and 1998, net deferred tax assets 
consisted of the following items: 


| Deferred Tax Analysis | 
| (Dollars in millions) 1999 1998 | 


$ 379.4 
90.6 
90.2 
75.4 
70.5 
58.6 
56.5 
317-357. | 
19.8 19.9 | 

Foreign loss/credit carry forwards... -. +. 8.7 6.0 

| Other ALS 15.9 


892.9 


$419.7 
41.6 
106.8 
83.3 
74.5 
53.9 
73.7 


Liability for asbestos-related litigation 
| Net operating loss/tax credit carry forwards 
Deferred state taxes 
Liability for environmental remediation . . . 


Other post-retirement benefits 


Deferred charges 0... iris ee pias osteo 
Reserves and allowances 
Research and development. 


Pension benefit 


Total deferred tax assets. i... 600s cree ee 931.0 


(121.7) 
(68.2) 
(58.4) 

_ (725) 


(320.8) 
(135.7) 
| Net deferred tax assets........-0++++-- $ 436.4 


Asbestos-related insurance receivable ... . (147.9) 
(59.1) 
(65.4) | 
(55.7) 


| Pension assets wi cqs:¢-ajcissaieemee ees a toto 
Properties and equipment 


Other 


Total deferred tax liabilities ...........- (328.1) 


Valuation allowance (137.2) _| 


$ 465.7 


The valuation allowance shown above arises from 
uncertainty as to the realization of certain deferred tax 
assets, primarily foreign tax credit carryforwards and 
state and local net operating loss carryforwards. Based 
upon anticipated future results, Grace has concluded 
that it is more likely than not that the remaining bal- 
ance of the net deferred tax assets, after 
consideration of the valuation allowance, will be real- 


ized. 


At December 31, 1999, there were $27.0 million of net 
operating loss carryforwards, representing deferred tax 
assets of $9.5 million, with expiration dates through 
2014, $39.9 million of foreign tax credit carryforwards 
with expiration dates through 2005, $6.6 million of gen- 
eral business credit carryforwards with expiration dates 
through 2013, and $34.6 million of alternative minimum 
tax credit carryforwards. 


The federal corporate (tax) benefit rate reconciles to 
the effective (tax) benefit rate for continuing operations 


as follows: 


| Effective Tax Rate Analysis 1999 1998 1997 | 


(35.0% 


| Federal corporate (tax) 
benefit rate 
Change in tax rate resulting from: 


(35.0)% 35.0% 


| Nontaxable income/ 
nondeductible expenses 
State and local income taxes, net 
of federal income tax benefit . . . 
| Federal and foreign taxes on 
foreign operations 0.2 
Valuation allowance for 
deferred tax assets _— 11.1 (30.9) 
Other, net (0.2) — — 


(36.0)% 33.2% — (37.5)% 


(0.1) 2.4 
(0.9) (0.4) 


(14.9) 


| Effective (tax) benefit rate. 


Federal, state, local and foreign taxes have not been pro- 
vided on approximately $108.1 million of undistributed 
earnings of certain foreign subsidiaries, as such earnings 
are expected to be retained indefinitely by such sub- 
sidiaries for reinvestment. The distribution of these earn- 
ings would result in additional foreign withholding taxes 
of approximately $10.4 million and additional federal 
income taxes to the extent they are not offset by foreign 
tax credits. It is not practicable to estimate the total tax lia- 
bility that would be incurred upon such a distribution. 


5. Acquisitions and Divestments 


Acquisitions 

On December 22, 1999 Grace acquired Sociedad Petreos 
S.A.’s  “Polchem” 
construction chemicals business from Cemento 
Polpaico S.A./Chile, an affiliate of Holderbank of 
Switzerland. On January 31, 2000 Grace acquired 


concrete admixture and 


Crosfield Group’s hydroprocessing catalyst business 
from Imperial Chemical Industries PLC. These 
acquisitions have been accounted for as purchase business 
combinations, and accordingly, the results of operations 
of the acquired businesses have been or will be included 
in the Consolidated Statement of Operations from the 
date of acquisition. Grace does not consider the effects of 
either of these acquisitions significant for pro forma dis- 


closure purposes. 


During 1997, Grace acquired a manufacturer of flexible- 
food packaging and two construction chemicals 
manufacturing businesses. The Packaging Business 
acquisitions were subsequently separated from Grace 
in the March 31, 1998 Packaging Business transaction 
described in Notes 1 and 3. 


Divestments 


In 1997, Grace realized gross proceeds of $878.9 million 
from divestments, including debt assumed by the buyers 
and payments received in connection with divestments 
completed in prior years. In addition to the sale of TEC 
Systems and the Grace Cocoa Business (see Note 3), 
Grace sold its specialty polymers business to National 
Starch and Chemical Company (National Starch) for 
$146.1 million. The sales and revenues of this business 
from January 1 through May 1, 1997 (the date of sale) 
were $24.9 million; its financial position and results of 
operations were not significant to Grace. The sale of this 
business resulted in a pre-tax gain of $103.1 million 
($63.0 million after-tax) in continuing operations. 


6. Other Income 


Components of other income are as follows: 


Other Income 
(Dollars in millions) 


| Net gain on settlement of 

notes receivable 
Investment income 
| Net gains on dispositions 

7.2 
14.4 
92 


of assets. ....+ 
| Tolling revenue. . 


Interest income 


| oi 
Other miscellaneous 


income 5.0 


$56.7 $364 $ 54.8 


7. Other Balance Sheet Accounts 


(Dollars in millions) 


1999 


1998 


Notes and Accounts Receivable, net 
| Trade receivables, less allowance 

of $3.8 (1998—$5.4) 
Other receivables, less allowances 

of $0.3 (1998— $0.1) 


| Inventories’ 


Raw materials 

In process 

| Finished products.........2++5++ 

General merchandise .. . . 

Less: Adjustment of certain inventories 
to a last-in/first-out (LIFO) basis . . . 


$ 162.8 


34.1 
$ 196.9 


$ 43.2 
1) 
779 


23.3 


(25.6) 
$ 130.1 


' Inventories valued at LIFO cost comprised 45.5% of total inventories 
at December 31, 1999 and 42.6% at December 31, 1998. 


Other Assets 
| Plan 


benefit pension obligation 


s in excess of defined 


Unamortized costs of overfunded 
pension plans 

Deferred chars ost : 

Long-term receivables, less allowances 
of $0.8 (1998-—$17.1) . 

Long-term investments. 

Patents, licenses and oth 


intangible assets... +4 .++++5++5+ 


Other Current Liabilities 

| Retained obligations of 
divested businesses 

Accrued compens 

Costs of business restructurings 

Environmental remediation . 

Accrued interest... . . 

Other accrued liabilities 


| Other Liabilities 


| Defined benefit obligations in 
excess of pension plan assets 

Unamortized costs of underfunded 
pension plans 

Deferred compensation ... . 

Long-term self insurance reserve 

| Retained obligations of 

divested businesse 


| Other accrued liabilities 
| 


$ 30.0 
30.6 
33.3 
37,5 

5.4 
69.9 


$ 206.7 


$211.3 
203.0 


8. Properties and Equipment 


Properties and Equipment 
— Equip 


(Dollars in millions) 1998 


$22.8 
| Buildings 335.2 
Information technology equipment . . ‘ 56.4 
| Machinery, equipment and other... . 1,068.0 


| Projects under construction x 58.1 
| res 


Properties and equipment, gross 1,540.5 
| Accumulated depreciation and 


amortization 


(879.1) 
$661.4 


Interest costs are incurred in connection with the 
financing of certain assets prior to placing them in 
service. The Company capitalized interest costs for 
continuing operations of $0.8 million in 1999, 
$2.8 million in 1998 and $1.7 million in 1997. 
Depreciation and lease amortization expense relating to 
properties and equipment amounted to $86.6 million in 
1999, $89.6 million in 1998 and $91.9 million in 1997. 
Grace’s rental expense for operating leases amounted to 
$15.6 million in 1999, $15.7 million in 1998 and 
$11.7 million in 1997. See Note 13 for information 


regarding contingent rentals. 


At December 31, 1999, minimum future payments for 


operating leases were (dollars in millions): 


Minimum Future Payments Under Operating Leases 


The above minimum lease payments are net of 
anticipated sublease income of $15.3 million in 2000, 
$14.1 million in 2001, $14.1 million in 2002 and 
$6.0 million in 2003. 


9. Life Insurance 


Grace is the beneficiary of life insurance policies on cur- 
rent and former employees with benefits in force of 
approximately $2,309 million and net cash surrender 
value of $81.6 million at December 31, 1999. The poli- 
cies were acquired to fund various employee benefit pro- 
grams and other long-term liabilities and are structured to 
provide cash flow (primarily tax-free) over the next 40- 
plus years. The following table summarizes activity in 
these policies for 1999 and 1998: 


| Activity Summary — 
| Life Insurance 
| Dollars in millions) 


1999 1998 


$ 31.6 $ 33.8 
(29.5) (30.8) 
Policy loan repayments 4.0 1.6 
Annual premiums 2.4 3.8 
(3.9) 0.4 

$ 46 $ 88 
$432.4 $431.8 
(350.8) (354.8) 
$ 81.6 $ 77.0 
$ 2,309 $ 2,325 
$ 15.3 $ 46 


Earnings on policy assets 


Interest on policy loans 


Other activity 
Change in net cash value 


Gross cash value 


Policy loans bore interest at an average of 8.4% for 1999. 
Policy assets are invested primarily in general accounts of 
the insurance carriers and earned returns at an average of 
7.3% for 1999 and 7.8% for 1998. 


The Company’s financial statements display income state- 
ment activity and balance sheet amounts on a net basis, 
reflecting the contractual interdependency of policy assets 
and liabilities. 


10. Debt and Extraordinary Item 
Components of Debt 
(Dollars in millions) 1999 1998 
Short-Term Debt 
Bank borrowings ........ $ — $75.0 
Other short-term borrowings 13.0 5.6 
$ 13.0 $ 80.6 
| 
| Long-Term Debt } 
Bank borrowings (5.5% and 5.6% | 
weighted average interest rates at | 
December 31, 1999 and 1998, | 
respectively)! ...... 0 eee eee e eens $ 89.7 $— | 
8.0% Notes Due 2004*... 22.6... 205s 5.7 5 | 
7.4% Notes Due 2000? . .. 24.7 24.7 | 
| 7.75% Notes Due 2002? . 2.0 2.0. | 
| Sundry indebtedness with various | 
) maturities through 2004. ..........-+- sql ze O | 
$ 123.2 $ 32.8 
Full-year weighted average interest | 
| rates on total debt’... 5... 62. ee eee 6.3% 6.7% 
| 


' Under bank revolving credit agreements in effect at December 31, 1999, 
Grace may borrow up to $500.0 million at interest races based upon 
the prevailing prime, federal funds and/or Eurodollar rates. OF that 
amount, $250.0 million is available under short-term facilities expiring 
in May 2000, unless extended, and $250.0 million is available under a 


long-term facility expiring in May 2003, These agreements also. support 
the issuance of commercial paper and bank borrowings, of which $89.7 
million was outstanding at December 31, 1999. The aggregate amount 
of net unused and unreserved borrowings under short-term and long- 
term facilities ac December 31, 1999 was $410.3 million. Grace's ability 
to borrow under its existing facilities is subject to compliance with 
various covenants, including covenants requiring maintenance of 
debt and interest coverage ratios. 

2 Represents borrowings under various lines of credit and other 
miscellaneous borrowings, primarily of non-U.S. subsidiaries. 

* During 1994, Grace sold $300.0 million of 8.0% Notes Due 2004 
at an initial public offering price of 99.794% of par, to yield 8.0%; 
during 1993, Grace sold at par $300.0 million of 7.4% Notes Due 
2000; and during 1992, Grace sold at par $150.0 million of 7.7 
Notes. Due 2002. Interest on these notes is payable semiannually, 


and the notes may not be redeemed prior to maturity; however, 


Grace has repurchased notes from time to time in response to 


unsolicited offers. 


Computation includes interest expense allocated to discontinued 


operations (primarily Packaging Business) and excludes interest 


expense and related financing costs related to the Company's 
receivables financing program. 


The bank borrowings and the 7.4% Notes Due 2000 
have been classified as long-term at December 31, 1999 
as it is managements current intent to refinance these 
facility 
expiring May 2003. Scheduled maturities of long-term 
debt outstanding at December 31, 1999 are: 2002- 
$2.0 million; 2003-$114.4 million; and 2004—$6.8 


million. Payment of a majority of Grace's borrowings may 


obligations using the long-term credit 


be accelerated, and its principal borrowing 


agreements terminated, upon the occurrence of 


default under other Grace borrowings. 


Total interest expense and related financing costs, 
including amounts allocated to discontinued operations, 
were $16.1 million in 1999, $33.1 million in 1998 and 
$80.6 million for 1997. The amounts of interest expense 
allocated to discontinued operations (primarily Packaging 
Business) were $13.3 million in 1998 and $59.4 million 
in 1997. Interest payments amounted to $8.2 million in 
1999, $47.1 million in 1998 and $82.0 million in 1997, 


including amounts allocated to discontinued operations. 


As discussed in Notes 1 and 3 above, Grace received a cash 
transfer of $1,256.6 million in connection with the Spin- 
off and Merger. Grace used the transferred funds to repay 
substantially all of its debt. On March 31, 1998, Grace 
used $600.0 million of the cash transfer to repay bank 
borrowings. On April 1, 1998, Grace repaid $611.3 mil- 
lion principal amount of 8.0% Notes Due 2004, 7.4% 
Notes Due 2000 and 7.75% Notes Due 2002 
(collectively, Notes), pursuant to a tender offer 
that expired on March 27, 1998. On April 1, 1998 Grace 
also repaid $3.5 million principal amount of 
the Medium-Term Notes, Series A (MTNs) and 
$6.0 million of sundry indebtedness. 


As a result of this early extinguishment of debt, Grace 
incurred a pre-tax charge of $56.4 million ($35.3 million 
after-tax, or a basic and diluted loss per share of $0.47) for 
premiums paid in excess of the Notes’ principal amounts 
incurred in connection with 


and other costs 


the purchase of the Notes and MTNs (including the costs 
of settling related interest rate swap agreements). These 
costs are presented as an extraordinary item in 


the Consolidated Statement of Operations. 


11. Financial Instruments 


Debt and Interest Rate Swap Agreements 


In conjunction with the Packaging Business transaction 
(see Notes 1 and 3), Grace settled substantially all of its 
debt and accordingly, also terminated all outstanding 
interest rate swap agreements. In addition, deferred 
gains on interest rate agreements associated with the 
debt retired were also recognized. The cost of terminating 
the interest rate swap positions was $22.8 million and 
the deferred gains recognized were $15.1 million and are 
included in the extraordinary loss from early 
extinguishment of debt found in the Consolidated 


Statement of Operations. 


Grace does not use derivative financial instruments 
(interest rate or foreign currency) for trading purposes and 
is not a party to leveraged instruments. There were 
no interest rate swap agreements outstanding at 
December 31, 1999. 


Grace realized negative cash flows from swap agreements 
of $2.8 million in 1998 (excluding the effect of the 
terminations noted above) and $5.0 million in 1997. The 
amortization of deferred gains on swap agreements 
reduced interest expense $0.4 million in 1999, $1.7 
million in 1998 and $5.4 million in 1997. Unamortized 
net gains as of December 31, 1999 and 1998 were 
$0.2 million and $0.6 million, respectively. 


Fair Value of Debt and Other Financial 

Instruments 

At December 31, 1999 and 1998, the fair values of 
Grace's long-term debt approximated the recorded values 
of $123.2 million and $32.8 million, respectively. Fair 


value is determined based on expected future cash flows 
(discounted at market interest rates), quotes from finan- 
cial institutions and other appropriate valuation method- 
ologies. The estimates of fair value are not necessarily 
indicative of the costs of the offer to purchase the 
Notes and the purchase of the MTNs. At December 31, 
1999 and 1998, the recorded values of other financial 
instruments such as cash, short-term investments, trade 
receivables and payables and short-term debt approximat- 
ed their fair values, based on the short-term maturities 
and floating rate characteristics of these instruments. 


Sale of Accounts Receivable 


Grace sells, on an ongoing basis, an approximate $100 


million pool of its eligible trade accounts receivable to a 


multi-seller receivables company (the “conduit”) through 
a wholly owned bankruptcy-remote special purpose 
subsidiary (the “SPS”). Upon sale of the receivables, 
the SPS holds a subordinated retained interest in the 
receivables. The estimated fair value of the subordinated 
interest, excluding allowance for doubtful accounts, was 
$28.1 million at December 31, 1999 and $65.1 million 
at December 31, 1998, and is included in other current 
assets. Under the terms of the agreement, new receivables 
are added to the pool as collections reduce previously sold 
receivables. Grace services, administers and collects the 
receivables on behalf of the SPS and the conduit. Cash 
proceeds, net of remittances to the conduit for collections, 
received during 1999 were $36.3 million and through 
December 31, 1999 aggregated $73.3 million since pro- 
gram inception. The proceeds were used for the reduction 
of other short-term obligations and are reflected as oper- 
ating cash flows in the Consolidated Statement of Cash 
Flows. Grace has recorded a net loss from the corre- 
sponding sale to the conduit of $3.9 million in 1999 and 
$0.5 million in 1998. 


Credit Risk 


Trade receivables potentially subject the Company to 
credit risk, given concentrations in the petroleum and 
construction industries. Grace's credit evaluation policies, 
relatively short collection terms and minimal credit losses 
mitigate credit risk exposures. The Company does not 


require collateral for its trade accounts receivable. 


12. Restructuring Costs and Asset Impairments 


Restructuring Costs 


During 1999, Grace recorded a net restructuring charge 
of $2.6 million ($1.7 million after-tax) in continuing 
operations. In the first quarter a restructuring charge 
of $4.3 million ($2.8 million after-tax) was recorded 
for additional severance cost directly related to the 
productivity effectiveness program implemented in 
the fourth quarter of 1998. The restructuring charge 
is offset by the reversal of $1.7 million of prior period 
restructuring charges primarily related to the execution of 
a sublease agreement for previously reserved lease 
termination costs. Such amounts are reported as 
“Selling, general and administrative expenses” in 


the Consolidated Statement of Operations. 


In the fourth quarter of 1998, Grace recorded a net 
restructuring charge of $19.8 million ($13.3 million 
after-tax) in continuing operations related to the 
implementation of a productivity effectiveness program. 
This program is designed to increase Grace's overall 
administrative and operating effectiveness, thereby 
reducing costs. These charges consist primarily of 
severance costs associated with the reduction of 
approximately 350 salaried employees and approximately 
70 hourly employees at the business.units and within the 


corporate organization. During 1999, it was determined 


that the actual number of employees to receive severance 
costs would be 418. Of this 418, 394 employees received 
either full or partial cash payments in 1999. Also includ- 


ed in this charge is a provision for lease termination costs 
for the Boca Raton, Florida office, as Grace relocated its 
headquarters to the Davison Chemicals offices in 
Columbia, Maryland, and a provision for the severance 
costs of approximately 60 employees and lease termina- 
tion costs due to the divestiture of Grace’s Circe 
Biomedical operations. The restructuring charge is offset 
by the reversal of $5.9 million of prior period restructur- 
ing charges related primarily to the decision not to close 
certain office facilities that will now be used by the relo- 
cated headquarters and to management’ reevaluation of 
plans to close certain other facilities subsequent to the 
Spin-off and Merger (see Notes 1 and 3). 


In the second and fourth quarters of 1997, Grace 
recorded restructuring charges of $4.0 million and 
$20.3 million, respectively ($2.6 million and $13.0 
million after-tax, respectively) in continuing operations. 
The second quarter charge primarily consists of 
corporate costs resulting from’ the restructuring of the 
Packaging Business from a group of regional units into an 
integrated global organization and was primarily 
comprised of the cost of employee terminations, 
completed in 1998, and asset write-downs for certain cor- 
porate research facilities. The fourth quarter charge 
reflects employee termination costs resulting from 
the Spin-off and Merger (see Notes 1 and 3). The 
staff reductions were completed in 1999. The employee 
termination costs represent severance pay and other 


employee benefits, including amounts paid over time. 


The components of the restructuring charges recorded 
in 1999, 1998 and 1997 (including amounts recorded 
in discontinued operations), spending and other activity 
during those years, and the remaining reserve balances 
included in “Other current liabilities’ and “Other 
liabilities” at December 31, 1999 and 1998, were 


as follows: 


Plant 
Office — Other 
Closures Costs Total © 


(Dollars in millions) Tema 


1997 | 
Restructuring reserve at | 
December 31,1996... $72.8 $2.9 $91.1 | 
Provisions recorded | 
in continuing 
operations 
| Provisions recorded 
in discontinued 
operations 
Cash payments 
Noncash activity 
Reclassification of 
Packaging Business 
reserves to net assets 
of discontinued 
operations 


| Restructuring reserve at 


December 31, 1997... 


1998 

Provisions recorded in 
continuing operations . 

Reversal of prior period 
restructuring reserves. . 

Cash payments 


Restructuring reserve at 
December 31, 1998 .. 


1999 


Provisions recorded in 
continuing operations . 
Reversal of prior period 
| restructuring reserves. . — 


Cash payments _(19.0) 
Restructuring reserve at 
December 31, 1999.. $ 9.1 


Asset Impairments 
During 1998 and 1997 Grace determined that, due 


to various events and changes in circumstances, certain 
long-lived assets were impaired. As a result, in the fourth 
quarter of 1998 and 1997, Grace recorded noncash 
charges of $1.2 million and $23.5 million, respectively 
($0.7 million and $15.0 million after-tax, respectively). 
The primary components of the 1998 charge were prop- 
erties and equipment and goodwill, offset by a reversal of 
a previous reserve. The components of the 1997 charge 


primarily related to capitalized software and systems costs. 
Grace determined the amounts of the asset impairment 
charges based on various valuation techniques, 
including discounted cash flow, replacement cost 
and net realizable value for assets to be disposed. 


13. Commitments and Contingent Liabilities 


Asbestos 


In February 2000, a class action lawsuit was filed in U.S. 
District Court in Boston, Massachusetts against the 
Company on behalf of all owners of homes containing 
Zonolite® attic fill insulation, a product previously sold by 
Grace that may contain trace amounts of asbestos. The 
action seeks damages and equitable relief, including the 
removal, replacement and/or disposal of all such insula- 
tion. While Grace has not completed its investigation of 
the claims described in this lawsuit, and therefore is not 
able to assess the extent of any possible liability related to 


this matter, it believes that this product is safe for its intend- 


ed purpose and poses little or no threat to human health. 


Environmental 


Grace is subject to loss contingencies resulting from 
extensive and evolving federal, state, local and foreign 
environmental laws and regulations relating to the 
generation, storage, handling, discharge and disposition 
of hazardous wastes and other materials. Grace accrues for 
anticipated costs associated with investigatory and reme- 
diation efforts where an assessment has indicated that a 
liability has been incurred and the amount of loss can be 
reasonably estimated. These accruals do not take into 
account any discounting for the time value of money. At 
31, 1999, liability for 


environmental investigatory and remediation costs 


December Grace's 
related to continuing and discontinued operations totaled 
$215.5 million, as compared to $240.5 million 
at December 31, 1998. In the fourth quarter of 1998, 
Grace entered into a settlement with one of its insurance 
carriers which provided for a $57.6 million ($37.4 
million after-tax) lump-sum cash payment to Grace 


for previously incurred costs related to environmental 
remediation. Also during the fourth quarter of 1998, 
Grace recorded a $19.4 million ($12.6 million after-tax) 
charge to reflect a change in the environmental 
remediation strategy for a particular site. The 1998 
activity reflects a net pre-tax benefit of $38.2 million 
($24.8 million after-tax) related to environmental issues. 


Grace’s environmental liabilities are reassessed whenever 
circumstances become better defined or remediation 
efforts and their costs can be better estimated. These 
liabilities are evaluated quarterly, based on currently 
available information, including the progress of remedial 
investigation at each site, the current status of discussions 
with regulatory authorities regarding the method and 
extent of remediation at each site, existing technology, 
prior experience in contaminated site remediation and the 
apportionment of costs among potentially responsible 
parties. As some of these issues are decided (the 
outcomes of which are subject to uncertainties) or new 
sites are assessed and costs can be reasonably estimated, 
Grace will continue to review and analyze the need for 
adjustments to the recorded accruals. However, Grace 
believes that it is adequately reserved for all probable and 
estimable environmental exposures. Grace's classification 
of its environmental reserves between current and non- 
current liabilities is based on expected future cash outlays. 


Grace is in litigation with two excess insurance carriers 
regarding the applicability of the carriers’ policies to 
Grace's environmental remediation costs. The outcome of 
such litigation, as well as the amounts of any 
recoveries that Grace may receive, is presently 
uncertain. Accordingly, Grace has not recorded a 
receivable with respect to such insurance coverage. 


Grace made cash payments of $25.0 million in 
1999, $36.9 million in 1998 and $37.3 million 
in 1997 to remediate environmentally impaired sites. 
These amounts have been charged against previously 
established reserves. 


In February 2000, a class action lawsuit was filed in U.S. 
District Court in Missoula, Montana against Grace on 
behalf of all owners of real property situated within 12 
miles from Libby, Montana that are improved private 
properties. The action alleges that the class members have 
suffered harm in the form of environmental contamina- 
tion and loss of property rights resulting from Grace's for- 
mer vermiculite mining and processing operations. The 
complaint seeks remediation, property damages and 
punitive damages. While Grace “has not completed its 
investigation of the claims, and therefore is not able to 
assess the extent of any possible liability related to this 
lawsuit, it has no reason to believe that its former activi- 
ties caused damage to the environment or property. 


Contingent Rentals 


Grace is the named tenant or guarantor with respect to 
leases entered into by previously divested businesses. 
These leases, some of which extend through the year 
2017, have future minimum lease payments aggregating 
$140.0 million, and are fully offset by anticipated future 
minimum rental income from existing tenants and sub- 
tenants. In addition, Grace is liable for other expenses 
(primarily property taxes) relating to the above leases; 
these expenses are paid by tenants and subtenants. 
Certain of the rental income and other expenses are 
payable by tenants and subtenants that have filed for 
bankruptcy protection or are otherwise experiencing 
financial difficulties. Grace believes that the risk of signif- 


icant loss from these lease obligations is remote. 


Income Taxes 


Grace has received notification from the Internal Revenue 
Service (IRS) on two matters. As a result of recent tax leg- 
islation, beginning in 1998, interest costs on policy loans 
for corporate-owned life insurance are not deductible for 
tax purposes. Furthermore, the IRS has asserted that 
Grace's past interest deductions are not allowable. The 
Company is contesting the IRS’s position on the grounds 
that these insurance policies and related loans had, and 
continue to have, an important and valid business pur- 
pose to fund current and future obligations of Grace. 


47 


48 


In the other matter, the IRS has assessed additional feder- 
al income tax withholding and Federal Insurance 
Contributions Act taxes plus interest and related penalties 
for calendar years 1993 through 1995 related to CCHP, 
Inc., a subsidiary of Grace, that formerly held Grace's 
interest in Cross Country Staffing. The assessments were 
made in connection with a meal and incidental expense 
per diem plan for travelling nurses. In July of 1999, Grace 
sold the business and assets of CCHP but retained the 
potential tax liability. The matter is currently in the U.S. 
Court of Claims, where both CCHP and the Department 
of Justice are conducting discovery. 


Grace has received notification from a foreign taxing 
authority assessing tax deficiencies plus interest relating to 
the purchase and sale of foreign bonds in 1989 and 1990. 
This assessment is related to the Bekaert Group which 
Grace sold in 1991 but retained liability for tax deficien- 
cies attributable to tax periods prior to the sale. The 
matter is currently before the foreign tax authorities where 
protests have been filed but no decision has been rendered. 


National Medical Care 


A predecessor to Old Grace completed the distribution of 
Old Grace's common stock and the combination of 
National Medical Care (NMC) with the worldwide 
dialysis business of Fresenius AG (Fresenius) in September 
1996. 


Under the terms of the transactions, NMC _ remains 
responsible for all liabilities, if any, resulting from the pre- 
viously reported investigation by the Office of the 
Inspector General (OIG) of the U.S. Department of 
Health and Human Services and certain related matters. 
Under a July 1996 agreement with the U.S. government, 
Grace guaranteed the obligations of Fresenius and NMC 
with respect to acts and transactions related principally to 
the OIG investigation that took: place prior to the 
consummation of the transaction. 


Fresenius entered into a preliminary agreement with the 
U.S. government in the fourth quarter of 1999 settling 
the OIG claim and finalized this settlement subsequent to 


December 31, 1999. Based on the terms of the settle- 
ment, it is not expected to have any financial impact on 
the financial condition or results of operations of Grace. 


Accounting for Contingencies 

Although the outcome of each of the matters discussed 
above cannot be predicted with certainty, Grace has 
assessed its risk and has made accounting estimates as 
required under generally accepted accounting principles. 


14. Shareholders’ Equity 


Under its Certificate of Incorporation, the Company 
is authorized to issue 300,000,000 shares of common 
stock, $.01 par value. Of the common stock unissued at 
December 31, 1999, approximately 12,636,000 shares 
were reserved for issuance pursuant to stock options and 
other stock incentives. The Certificate of Incorporation 
also authorizes 53,000,000 shares of preferred stock, $.01 
par value, none of which has been issued. 3,000,000 of 
such shares have been designated as Series A Junior 
Participating Preferred Stock and are 
for issuance in connection with the Company's Preferred 
Stock Purchase Rights (Rights). A Right trades together 
with each outstanding share of common stock and 
entitles the holder to purchase one hundredth of a 
share of Series A Junior Participating Preferred Stock 
under certain circumstances and subject to certain 


reserved 


conditions. The Rights are not and will not become 
exercisable unless and until certain events occur, and 
at no time will the Rights have any voting power. 


In April 1998, the Company's Board of Directors 
approved a program to repurchase up to 20% of the 
Company's outstanding shares in the open market 
(approximately 15,165,000 shares), Through December 
31, 1999, the Company had acquired 12,105,300 shares 
of common stock for $177.5 million under the program 
(at an average price per share of $14.67). During the 
year ended December 31, 1999, the Company 
acquired 6,956,200 shares of common stock for 
$94.4 million under the program (at an average 
price per share of $13.57). In January 1999, Grace 


retired 5,476,800 shares of treasury stock with a 
cost basis of $88.4 million. 


In 1997, Grace substantially completed a share 
repurchase program initiated in 1996 by acquiring 
6,306,300 shares of common stock for $335.9 million, or 
an average price of $53.26 per share. Prior to 
year-end 1997, Grace retired substantially all of 
the treasury stock acquired in those years using 
the cost method. 


Average prices per share for shares repurchased in 1997 are 
not comparable to 1999 and 1998 due to the Packaging 
Business transaction (see Notes 1 and 3). 


15. Earnings Per Share 


The following table shows a reconciliation of the 
numerators and denominators used in calculating 
basic and diluted earnings (loss) per share from 
continuing operations. 


— 

| Earnings Per Share 
(Amounts in millions, 
except per share amounts) 


1998 1997 | 


potentially dilute basic earnings per share in the future 
that were excluded from the computation of diluted 
loss per share, because their exercise prices were greater 
than the average market price of the common shares, aver- 


aged 3,079,739 in 1999 and 2,195,200 in 1998. 


16. Stock Incentive Plans 


Each stock option granted under the Company's stock 
incentive plans has an exercise price equal to the fair mar- 
ket value of the Company's common stock on the date of 
grant. Options become exercisable at the time 
or times determined by a committee of the Company's 
Board of Directors and may have terms of up to ten years 
and one month. In connection with the Packaging 
Business transaction described in Notes 1 and 3, the num- 
ber of shares covered by outstanding options and the exer- 
cise prices of such options were adjusted to 
preserve their economic value. The following table sets 
forth information relating to such options, as so adjusted 
during 1999, 1998 and 1997: 


| Eee 
| Stock Option Activity 
| 


Numerators 
Income (loss) from 
continuing operations: 


$130.2 $(149.2) $85.9 


Denominators 

Weighted average common 

shares—basic calculation 

Effect of dilutive securities 

employee compensation- 

related: shares! <,..</0¥5 « s/ers/s'e suelo 4 
| Weighted average common 


| shares—diluted calculation 74.6 75.7 


| Basic earnings (loss) 


$1.84 $ (2.00) $1.16 | 


Diluted earnings (loss) | 
| $1.76 $(2.00) $1.13 


As a result of the 1998 loss from continuing operations, 
3,470,600 employee compensation-related shares, 
primarily stock options, were excluded from the diluted 
loss per share calculation because their effect would 
be antidilutive. Additionally, stock options that could 


Number of 
of Shares 


Average 
Exercise Price 


27,598,862 
2,963,844 
(10,163,969) 5,89 
(131,810) 9.63 
20,266,927 8.11 


$ 6.88 
12,04 


| Balance at beginning of year . . 
Options granted 
Options exercised 
Options terminated or can 
Balance at end of year 


1998 


20,266,927 

3,316,826 
7,351,329) 
(1,942,554) 


14,289,870 


$8.11 
19.12 
6.95 
11.00 
10.87 


Balance at beginning of year . . . 

Options granted 

Options exercised 

Options terminated or canceled. 
Balance at end of year 


14,289,870 
2,332,290 
(3,811,493) 
(280,380) 


12,530,287 


Balance at beginning of year . . . 

Options granted 

Options exercised . 

Options terminated or canceled. 
Balance at end of year 


At December 31, 1999, options covering 9,212,495 
shares (1998-8,880,196; 1997-13,772,618) were 
exercisable and 350,884 shares were available for 
additional grants. Currently outstanding options 
expire on various dates through November 2009. 


Following is a summary of stock options outstanding 
at December 31, 1999: 


| Stock Options Ouctuading 


| 
| 
Weighted | 
Average Weighted Number Weighted | 
Number Remaining Average Exercisable Average | 
Outstanding Contractual Exercise at Exercise | 
at 12/31/99 Life Price 12/31/99 Price 
JS | 


3,155,233 
6,057,262 

642,526 
2,675,266 


5.01 
8.15 


$6.13 3,155,233 $6.13 
11.83 6,057,262 11.83 
16.58 = 
19.46 — — 


$13-$18 
$18-$20 


12,530,287 $12.27 9,212,495 $9.88 


Concurrent with the Packaging Business transaction (see 
Notes 1 and 3), outstanding options to purchase Old 
Grace common stock that were held by employees of 
the Packaging Business were converted into options to 
purchase common stock of New Sealed: Air. All other 
options were converted into options to purchase 
common stock of the Company. The number of shares 
covered by the options and the exercise prices of such 
options were adjusted to preserve their economic value. 


In 1999 and 1998, the Company granted a total of 
45,000 shares and 246,933 shares, respectively, of the 
Company's common stock to certain executives, subject 
to various restrictions. Such shares are subject to forfeiture 
if certain employment conditions are not met. 
For more information, see the Form of Restricted Share 
Award Agreements filed with the Company's Form 10-Q 
for the quarter ended March 31, 1998. At December 31, 


1999, restrictions on the stock, net of forfeitures, lapse as 
follows: 2000 - 56,911 shares; 2001 - 102,211 shares; and 
2002 - 45,000 shares. The fair value of the restricted 
shares at the date of grant is amortized to expense ratably 
over the restriction period. 


SFAS No. 123, “Accounting for Stock-Based 
Compensation” permits the Company to follow the mea- 
surement provisions of APB Opinion No. 25, 
“Accounting for Stock Issued to Employees,” and not rec- 
ognize compensation expense for its stock-based incentive 
plans. Had compensation cost for the Company's stock- 
based incentive compensation plans been determined 
based on the fair value at the grant dates of awards under 
those plans, consistent with the methodology prescribed 
by SFAS No. 123, the Company’s net income (loss) and 
related basic earnings (loss) per share for 1999, 1998 and 
1997 would have been reduced to the pro forma amounts 
indicated below: 


Proforma 
Under SFAS No. 123 


(Amounts in millions, 
| except per share amounts) 


1999 1998 1997 


Net income (loss): 
$135.9 $(183.6) 


(191.1) 


$261.0 
254.0 


$ (2.46) 
(2.56) 


$3.53 
3.43 | 


' ‘These pro forma amounts may not be indicative of future income (loss) 
and earnings (loss) per share. 


To determine compensation cost under SFAS No. 123, 
the fair value of each option is estimated on the date of 
grant using the Black-Scholes option pricing model, with 
the following historical weighted average assumptions 


applied to grants in 1999, 1998 and 1997: 


| Option Value Assumptions 1999 1998 


| Dividend yield ........00..22.. —% —% 1% 
Expected volatility.............. 39% 30% 29% 

Risk-free interest rate ........... 5% 5% 6% 
| Expected life (in years) .......... 4 4 4 


Based upon the above assumptions, the weighted average 
fair value of each option granted was $5.05 per share 
for 1999, $6.15 per share for 1998 and $3.64 per share 
for 1997. 


17. Pension Plans and Other 
Postretirement Benefit Plans 


Grace maintains defined benefit pension plans covering 
employees of certain units who meet age and service 
requirements. Benefits are generally based on final 
average salary and years of service. Grace funds its U.S. 
pension plans in accordance with U.S. federal laws and 
regulations. Non-U.S. pension plans are funded under a 
variety of methods, as required under differing local laws 
and customs, and therefore cannot be summarized. 


During 1998, Grace made certain amendments to one of 
its domestic pension plans which included a lump sum 
settlement option to former Grace employees not cur- 
rently receiving benefits. During the second quarter of 
1999, a significant number of the lump sum offers were 
settled. In accordance with SFAS No. 88, “Employers’ 
Accounting for Settlements and Curtailments of Defined 
Benefit Plans and for Termination Benefits,” the 
Company recognized a pre-tax loss of $11.0 million, in 
connection with these settlements. A pre-tax noncash 
charge of $9.1 million ($5.7 million after-tax) is included 
in "Income from discontinued operations, net of tax” in 
the Consolidated Statement of Operations as it relates to 


settlements with former Packaging Business employees. A 
pre-tax noncash charge of $1.9 million is included in 
"Selling, general and administrative expenses" in the 
Consolidated Statement of Operations for settlements 
relating to former Grace employees not associated with 
the former Packaging Business. 


The Packaging Business transaction also required the 
Company to split certain pension plans and recognize a 
net curtailment loss for other plans. In accordance with 
SFAS No. 88, the Company recognized a pre-tax loss 
of $8.4 million ($5.5 million after-tax) in 1998, in con- 
nection with these plans. This net pre-tax loss is included 
in "Income from discontinued operations, net of tax" in 
the Consolidated Statement of Operations. 


Grace provides certain other postretirement health care 
and life insurance benefits for retired employees of speci- 
fied U.S. units. The retiree medical insurance plans pro- 
vide various levels of benefits to employees (depending on 
their dates of hire) who retire from Grace after age 55 with 
at least 10 years of service. These plans are unfunded, and 
Grace pays the costs of benefits under these plans as they 
are incurred. Grace applies SEAS No. 106, “Employers’ 
Accounting for Postretirement Benefits Other Than 
Pensions,” which requires that the future costs of postre- 
tirement health care and life insurance benefits be accrued 
over the employees’ years of service. 


During 1998, Grace’s Board approved changes to the 
postretirement medical plan. These changes include 
“caps” for pre-65 retirees and post-65 retirees, changes 
in the method used to coordinate with Medicare, 
and changes in deductible and coinsurance levels. 


The following summarizes the changes in benefit obliga- 
tion and fair value of plan assets during the period: 
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Pension 


Change in Financial Status of Retirement Plans 
(Dollars in millions) 


Change in Benefit Obligation 
Benefit obligation at beginning of year 
Service cost 
Interest cost . . . 

| Plan participants’ contributions. . 


| Curtailments/settlements recognized gains. 
| Special termination benefits 
Actuarial (gain) loss 


| (Divestitures)/acquisitions 


(42.7) 


(175.3) 
| Currency exchange translation adjustment ... . 


“1998 


Non-US. 
1999 1998 


Total 
1999 1998 


| 


$235.9 $2044 


(13.1) 
(17.5) 


$ 1,154.6 $ 1,038.7 
12.5 13.6 

69.3 68.3 

0.7 07 

(1.2) 
1L7 
164.2 
(36.6) 
(188.4) (110.0) 
(17.5) 5.2 


(3.7) 
(64.9) 


(5.2) 


(19.6) 


Benefit obligation at end of year 


$196.9 


$962.6 $ 1,154.6 


Change in Plan Assets 
Fair value of plan assets at beginning of year . . . 


$211.8 


$ 1,123.9 $ 1,088.1 


$182.7 $193.9 


Rede Se Ee 


$— $— 


| Curtailments settlements recognized 
Actual return on plan assets 
Employer contribution 
| Plan participants’ contribution 
| Divestitures 
| Benefits paid 
Currency exchange translation adjustment .. . . 


28.9 


(2) 


184.9 
IL8 
0.7 


175.5 
10.3 
0.7 
(36.4) 
(189.2) (113.6) 
(8.1) (0.7) 


19.6 21.0 


(21.0) 


(19.6) 


| Fair value of plan assets at end of year 


| Funded status 
Unrecognized transition (asset)/obligation 
Unrecognized actuarial loss (gain) 
Unrecognized prior service cost/(benefit) 


$ 1,124.0 $ 1,123.9 


1) 


$161.4 — $ (30.7) 
(18.5) (33.0) 
(10.7) ‘173.5 

34.5 37.9 


$ (182.7) $ (193.9) 


42.1 50.1 
(60.8) _ (67.5) 


Net amount recognized 


$166.7 $ 147.7 


$ (201.4) $ (211.3) 


| Amounts recognized in the Consolidated 
Balance Sheet consist of: 

| Assets in excess of pension obligation 

| Unamortized costs of overfunded plans 
Deferred pension costs 
Unamortized costs of underfunded plans . . . . 
Intangible asset 
Accumulated other comprehensive loss 


7) 


$ 298.9 
(27.6) 
(161.8) 
33.1 
85 
15.6 


$ 122.0 
134.2 
(186.2) 
44.3 
13.4 
20.0 


$— $— 

(182.7) (193.9) 
(18.7) (17.4) 
NM NM 
NM NM 


Net amount recognized 


Weighted Average Assumption as of December 31 
Discount rate 

Expected return on plan assets 

Rate of compensation increase 


Components of Net Periodic 

Benefit (Income) Cost 

(Dollars in millions) 

Service cost 

Interest cost 

Expected return on plan assets 
Amortization of transition asset 
Amortization of prior service cost (benefit) 
Amortization of unrecognized actuarial loss 


Net curtailment and settlement loss 


$166.7 $ 147.7 


$ (201.4) $ (211.3) _ 


2.3-15.0% 
5.0-15.0 
2.0-14.0 


2.3-15.0 
5.0-15.0 
2.0-14.0 


U.S. Non-U. 


% NM 
NM 
NM 


NM 
NM 


S. Other 


$7.1 $6.5 


$0.9 $13.9 


57.3 


6.6 
0.5 


US. 


(72.3) 
(11.5) 


Non-U.S. Other 


$5.5 $1.1 
12.6 17.5 

(18.6) — 
(0.4) 


3.7 


| Net periodic benefit (income) cost 


$ (5.5) 


$3.2 $16.6 


Pension Plans Where Accumulated Benefit 
Obligations Exceed Plan Assets 
(Dollars in millions) 


Projected benefit obligation 
| Accumulated benefit obligation . . 
Fair value of plan assets 


$77.6 
66.8 
4.0 


$94.8 
82.2 
64 


NM = Not meaningful. 


$ 182.7 


NM 
$193.9 


For measurement purposes, a 6.5% rate of increase in the 
per capita cost of covered health care benefits was assumed 
for 2000. The rate was assumed to decrease gradually to 
5.0% through 2003 and remain at that level thereafter. 
Assumed health care cost trend rates have a significant 
effect on the amounts reported for the health care plan. A 
one-percentage-point increase (decrease) in assumed 
health care cost trend rates would increase (decrease) total 
service and interest cost components by $0.1 million and 
$(0.1) million, respectively, and increase (decrease) 
postretirement benefit obligations by $1.0 million and 
$(1.2) million, respectively. 


18. Comprehensive Income (Loss) 


The tables below present the pre-tax, tax and after-tax 
components of the Company's other comprehensive 
income (loss) for the years ended December 31, 1999 
and 1998: 


Tax After 
Year Ended Pre-tax (Expense) Tax 
December 31, 1999 Amount Benefit Amount 


Unrealized gains on security: 
Change in unrealized 


| appreciation during year ..... 
Reclassification 


adjustment for gains 


realized in net income ....... (9.3) 3.3 (6.0) 
| Net unrealized gains.......... 22 (0.7) OS 
| Minimum pension 
liability adjustments. ........ 44 (1.6) 2.8 
Foreign currency 4 

translation adjustments. ...... (19,3) _ (19.3) _ 
Other comprehensive loss... ... $ (12.7) $ (2.3) $ (15.0) 
Year Ended 
December 31, 1998 
Unrealized gains on security: 
Change in unrealized 

appreciation during year ..... $29.5 $(10.3) $19.2 
Reclassification 

adjustment for gains 

realized in net income ....... (4.1) 1.4 (2.7) 
Net unrealized gains.......... 25.4 (8.9) 16.5 
Minimum pension 

liability adjustments ......... (20.0) 9.4 (10.6) 
Foreign currency > 

translation adjustments. ...... (7.2) — (7.2) 
| Other comprehensive loss... .. . $ (1.8) $0.5 — $ (1.3) 


19. Business Segment Information 


Grace is a global producer of specialty chemicals and mate- 
rials. It generates revenues from two business segments: 
Davison Chemicals and Performance Chemicals. 
Performance Chemicals was formed in 1999 by combin- 
ing the previously separate business segments of Grace 
Construction Products and Darex Container Products. 
These businesses were consolidated under one manage- 
ment team to capitalize on infrastructure synergies from 
co-location of headquarters and production facilities 
around the world. Davison Chemicals produces a variety 
of catalysts and silica products. Performance Chemicals 
produces specialty construction chemicals, building mate- 
rials and container protection products. Intersegment 
sales, eliminated in consolidation, are not material. The 
table below presents information related to Grace’s busi- 
ness segments for 1999, 1998 and 1997; in connection 
with the adoption of SFAS No. 131, “Disclosure about 
Segments of an Enterprise and Related Information,” only 
those corporate expenses directly related to the segment are 
allocated for reporting purposes. All remaining corporate 
items are reported separately and labeled as such. 


Business it Data 
(Dollars in millions) 1999 1998 1997 

| Net Sales 
Davison Chemicals ........ $ 7243 $ 730.8 $ 711.6 
Performance Chemicals... . . 747.6 732.6 741.9 
Total Soe Sere os amet Seog sie $ 1,471.9 $1,463.4 $ 1,453.5 
Pre-tax Operating Income 
Davison Chemicals........ $ 1243 $ 107.5 $ 100.1 
Performance Chemicals... . . 105.8 78.1. 69.1 
FLORA Sertaers so hitea a a Chara $ 230.1 $ 185.6 $ 169.2 
Depreciation and Amortization 
Davison Chemicals. ....... $ 592 $ 61.3 $ 60.1 
Performance Chemicals... . . 28.8 28.3 29.5 
‘Total Aiea agers ats 5 $ 880 $ 89.6 $ 9896 | 
Capital Expenditures | 
Davison Chemicals.......- $ 480 $ 60.5 $ 593 
Performance Chemicals... . . 30.7 39.5 45.2 - 
Toil (es Ae ven $ 787 $ 100.0 $ 1045 | 

| Total Assets 

| Davison Chemicals. ....... $ 590.3 $ 638.4 $ 587.6 

| Performance Chemicals... . . 478.3 470.0 445.3 | 

| totabseeanso.\Mracienens $ 1,068.6 $ 1,108.4 $ 1,032.9 
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The table below presents information related to the 
geographic areas in which Grace operated in 1999, 1998 
and 1997. 


| hic Area Data 

__ | (Dollars in millions) 1999 1998 1997 
Net Sales 
United States. ....s000se08 $737.6 $741.0 $741.6 
Canada and Puerto Rico .... 32.7 344 35.7 
GOODY a 5i9- 0.0 eseraeseiwretere 276.9 251.1 226.9 


Europe, other than Germany . 144.4 148.7 175.5 


"Asia Pacific. sx. 2:5 caressa << 199.4 199.9 206.7 
Latin America... ......+..- 80.9 88.3 67.1 
Ota ctee ne opr petri wes $ 1,471.9 $1,4634 $ 1,453.5 
Properties and Equipment, net 

Winteed! States ocsinla)stareaie: esate $399.0 $423.3 $408.9 
Canada and Puerto Rico... . 20.8 20.1 37.9 
Gemma ny stare aae\nizssseleials. ete 713 84.7 114.3 
Europe, other than Germany . 46.8 53.9 26.4 
AsialPacibiGrs. cstiesccivns oo 61.9 58.6 53.8 
Latin America 17.5 20.8 22.0 
Blotall nceeh ain ur quieren aie wate $617.3 $6614 $663.3 


Net sales, pre-tax operating income, depreciation and 
amortization, capital expenditures and total assets for 
Grace’s business segments are reconciled below to 
amounts presented in the Consolidated Financial 
Statements. 


Reconciliation of Business Segment 

Data to Financial Statements 

(Dollars in millions) 1999 1998 1997 
Net Sales—operating segments .. $ 1,471.9 $ 1,463.4 $ 1,453.5 
Net Sales—divested businesses. . . — —_— 24.9 
Total sales and revenues... .... $ 1,471.9 $ 1,463.4 $ 1,478.4 


Pre-tax operating income— 


Operating segments ......... $230.1 $185.6 $169.2 
Corporate restructuring costs 

and asset impairments. ...... (1.6) (7.2) (42.3) 
Gain on note receivable. ...... 18.5 _ _ 
Gain on disposal of assets .... . 13.6 _ _ 
Provision for environmental 

Cha ess Mea Xe dis: accipyessinna 2 a 38.2 — 


| Provisions relating to 
asbestos-related liabilities 
and insurance coverage ..... . _— (376.1) — 
Gain on sale of businesses . ... . —_ _ 103.1 
Interest expense and 


related financing costs... .... (16.1) (19.8) (21.2) 
Corporate operating costs (52.0) (53.8) (89.3) | 
Othes Net isie-ssin dn eo4a% 10.9 9.9 17.9 
Income (loss) from 

continuing operations 

before income taxes......... $203.4 $ (223.2) $137.4 
Depreciation and amortization 

operating segments ......... $88.0 $896 $89.6 
Depreciation and amortization 

| divested businesses.......... o — 0.7 | 
Depreciation and amortization 

borpatattaanencs ornnwouas « 12 2.5 4.5. | 

| Total depreciation and 

SMOMDPANOM deca 's.siecensaes s $89.2 $92.1 $948 

| Capital expenditures— | 
operating segments ......... $78.7 $100.0 $104.5 | 
| Capital expenditures— | 

COPPOLAE isin eisiees visiv aise s 3.8 0.9 31.9 
Capital expenditures— 

discontinued operations! .... . -- — 122.2 
Capital expenditure— 

divested businesses. . . . . eg -- _ 0.1 
Total capital expenditures $82.5 $100.9 $258.7 
Total assets—operating 

SCQMENIS. 00. 0s. eceee ease $ 1,068.6 $ 1,108.4 $ 1,032.9 
Total assets—corporate........ 595.9 526.2 551.1 
Asbestos-related receivables .. . . 371.4 443.0 313.7 
Deferred tax assets......-2.45 457.5 487.9 447.7 
Net assets of discontinued 

eect ane iruae (0.8) 8.3 1,424.0 | 
EM Otal ARGO RSs pasate axe Sitpepncsiats tea $ 2,492.6 $ 2,573.8 $ 3,769.4 


Represents capital expenditures of discontinued operations prior to their 
classification as such. 


Quarterly Summary and Statistical Information’ (unaudited) 


(Dollars in millions, except per share) March 31 June 30 September 30 December 31 
| 1999 
Net sales $ 373.0 $ 372.2 $ 381.3 | 
| Cost of good 214.1 213.2 220.6 | 
Income from continuing operations 30.4 32.8 48.2 | 
Netiticontteny . cava ty aentencssanalouice etm tee a 20.0 25.7 42.0 48.2 | 
i} 
| Net income per share:? 
Basic earnings per share: 
Continuing operations. ..... $ 0.26 0.45 0.46 0.68 | 
Net income 0.28 0.37 0.59 0.68 
Diluted earnings per share: 
Continuing operations. .... . 0.25 0.43 0.44 0.66 
Net income 0.27 0.35 0.56 0.66 
Market price of common stock:? 
i $ 16 11/16 $1914 $21 $ 17 916 
| 11 13/16 12 15 3/4 12 1316 
| 12 18 19 16 3/8 1418 
1998 
Wet sal@svijiisciccieca $ 340.8 $ 369.9 $ 380.3 $ 372.4 
Cost of goods sold. . 209.2 223.9 228.3 222.0 
Income (loss) from continuing operations 12.0 3 (210.1) 
| Net (loss) income ax ioh seen ceed ass cae ee (24.8) 3 (209.4) 
income per share:* 
| nings per share: 
| Continuing operations. $ 0.16 $ 0.31 0.34 $ (2.88) 
| Net (loss) income .. . (0.33) 0.32 0.35 (2.87) 
Diluted earnings per s| 
Continuing operati 0.15 0.30 0.32 (2.88) 
| Net (loss) income (0.30) 0.30 0.33 (2.87) 
| 
| Market price of common stock: | 
High $ 19 13/16 $21 11/16 $ 18 716 $ 17 16 
Low 15 13/16 15 3/4 12 10 
Close 18 5/8 17 1116 12 7/16 15 116 


ia pi Oat 
The quarterly summary and statistical information presented above have been re 


ated to reflect the classification of the 


Packaging Business and CCS as described in Notes 1 and 3 of the Consolidated Financial Statements as discontinued operations, 


Per share results for the four quarters may differ from full 

number of shares outstanding is made for each quarter presented. 
an A ; 

Principal market: New York Stock Exchange. 


“The stock prices for the first quarter of 1998 have b 
following the disposition of the Packagi 


ar per share results, as as 


te computation of the weighted average 


n adjusted so that they are on a basis comparable to the stock prices 
ing Business as described in Notes 1 and 3 of the Consolidated Fina 


cial Statements 
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Financial Summary’ 
(Dollars in millions, except per share amounts) 1999 1998 1997 1996 1995 


| Statement of Operations 


$ 1,471.9 $ 1,463.4 $ 1,478.4 $ 1,716.4 $ 1,860.5 

| Cost of goods sold 856.2 883.4 915.9 1,002.0 1,048.6 

Depreciation and amortization. , 89.2 92.1 94.8 97.3 115.2 

Interest expense and related financing costs . é 16.1 19.8 21:2) 30.5 30.6 

Research and development expenses 42.4 47.4 42.4 55.4 B2 
Income (loss) from continuing operations 

| before income taxes 203.4 (223.2) 137.4 183.3 (517.2) 

Income (loss) from continuing operations 130.2 (149.2) 85.9 112.9 (324.8) 

Income (loss) from discontinued operations? 5.7 0.9 175.1 2,744.8 (1.1) 

| Net income (loss) 135.9 (183.6) 261.0 2,857.7 (325.9) 


Financial Position 
$ 625.6 $ 2,175.5 $ 1,774.9 $ 1,681.3 
641.8 1,357.7 1,487.1 2,214.2 
| Properties and equipment, net. ae 661.4 663.3 1,871.3 1,736.1 
-» 2,492.6 2,573.8 3,769.4 4,945.8 6,360.6 
Total debt we 136.2 113.4 1,072.3 1,388.2 1,933.8 
Shareholders’ equity—common 156.6 87.6 467.9 632.4 1,224.4 


Cash Flow 

Operating activities f $ (72.7) $ 236.4 $ 223.3 $ 107.0 
Investing activities fe (108.2) 370.1 2,072.9 (801.6) 

| Financing activities . . x 196.6 (621.3) (2,267.8) 655.7 

Net cash flow x V7 (20.7) 27.7 (37.7) 


| Data Per Common Share 

| Income (loss) from continuing operations $ 1.84 $ (2.00) $1.16 $1.22 $ (3.39) 

| Net income (loss) 1.92 (2.46) 353 31.06 (3.40) 
_ — 56 50 1.175 

70,749 74,559 73,993 91,976 95,822 


Other Statistics 
| Dividends paid on common stock $— $— $41.2 $ 45.6 $112.1 
Capital expenditures Me 82.5 100.9 258.7 456.6 537.6 
Common stock price range* .. . . -»  21-111316 == 21 1116-10 181/16—-97/8 = 1212-738 = 1014-512 
Common shareholders of record 13,215 14,438 15,945 17,415 19,496 
6,600 6,700 7,100 10,400 


" Certain prior-year amounts have been reclassified to conform to the 1999 presentation. 


* See Note 3 to the Consolidated Financial Statements for additional information. 


* Stock prices have been adjusted so that they are on a basis comparable to the stock prices following the disposition 
of the Packaging Business and NMC as described in Notes 1 and 3 to the Consolidated Financial Statements. 


W. R. GRACE & CO. 


7500 Grace Drive 
Columbia, MD 21044 


www.grace.com 


Our Vision 


Grace will be a premier specialty chemi- 
cals and materials company. applying 
innovative technologies to provide value- 
added products and services to global 
markets, 


Our Values 


People and Teamwork-—[reat each other 
with respect. Work effectively with each 
other to win the marketplace, Hold peo- 
ple accountable for their actions. Encour- 
age initiative, Recognize accomplish- 
ments. Work together across businesses 
‘and around the world sharing knowledge 
and best practices. Communicate openly 
and candidly 

Customers and Performance—Provide 
products and services that will make our 
customers successful with their customers. 
Set high expectations for everything we 
do and meet our commitments. 


Integrity and Ethies—Mainlain and ex 
pect the highest level of ethical behavior. 
Obey all laws, repor financial results 
accurately and protect the environment. 
Operate safely and responsibly around 
the world. 


Agility and Speed—Our actions will be 
purposeful and focused, Move quickly to 
seize advantages in the marketplace. 
Anticipate shifts in markets and respond 
before our competitors. 


Innovation and Creativity—Fncourage 
people to constantly look for new ways to 
create value for our customers. Accept 
change as an opporunily and use it to 
our advantage. 


Investor Information: 
Phone: 410/531-4167 
Fax: 410/531-4425 


Media Relations: 
Phone: 212/213-7060 


Ticker Symbol: NYSE GRA 


innovative products, more efficient proce: 
Paul J. Norris 
Chairman, President and Chief Executive Officer 
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Our Business Profile 


Grace is a premier specialty chemicals and material con 


LIPPARY 
rpplying inno 
vative technologies to provide value-added products and services to global 


markets. Now more focused and quality-oriented than ever, Grace leadership 
is evident in all our products 


Davison Chemicals’ fluid cracking catalysts, hydroprocessing and 
polyolefin catalysts are crucial in transforming hydrocarbons into con- 
sumer goods such as gasoline, jet fuel, diesel fuel and plastics. Our fluid 
cracking catalyst additives and automotive catalysts help indusiries mee! and exceed environmental 
regulations. 


** Our silica gels and molecular sieve adsorbents enhance manufacturing processes and end produets in 
@ wide range of industrial and consumer applications, from toothpastes and edible oils to paints and 
plastics. 


Grace specialty construction chemicals strengthen the bridges tunnels, airports and marine structures o} 
the world, extending life cycles and increasing cost effectiveness. Our products are included in such high 
profile structures as the Bank of China in Hong Kong, the Dame Point Bridge in Jacksonville, Fl; the 


Central Artery Project in Boston; and the Amerada Hess Oil Storage Platform in Scotland 


** Our specialty building materials are preferred worldwide for waterproofing, fire protection and rool 
underlayments to prevent water damage and protect structural steel against collapse during fire. Some 
examples of projects include the World Trade Center in New York, Berkeley Square in Glasgow, 
Scotland; the London Underground and the City Centre in Kuala Lumpur, Malaysia, currently the world’s 
tallest building 


= We are also a leader in container products technology, with rigid package sealing !o protect safety 
and freshness in billions of cans annually, and coatings to guard metal against corrosion and ensure 
proper adhesion of sealing compounds. Early on, we set standards in this industry, and we continue to 
be at the forefront of technology and environmental responsibility 


Our Business Strategy 


In the last several years, Grace has been transformed from a diversified conglomerate to a focused and 
financially flexible company that actively manages the businesses it owns. New leadership has ushered 
in a growth-oriented culture in which our actions are characterized by high expectations, speed, creativ: 
ity, flexibility and financial discipline. Grace is pursuing profitable growth through new product introduc 
tions, furlher geographic expansion and penetration into existing and new market segments. We have 
identified and resourced strategic growth initiatives and put into place a robust business development 
process that is showing results. This process, which identifies everything from "bolt-on acquisitions” to 
"game changers," is a key part of our growth strategy. We also launched our Six Sigma initiative, which 
will sustain our productivity gains into the future. Continuous improvement, and building on our current 
strengths and successes, will create more efficiency, costeffectiveness, a stronger knowledge base and 


other benefits for all of our constituencies 


Financial Performance 


Sales 
Davison Chemicals 
Refining catalyst 3 2 $397.5 
Chemical catalysis 12 1015 
Silica Products 2 3 212.6 
Total Davison Chemicals y i 711.6 
Performance Chemicals 
Construction chemicals E 2.6 279.3 
Building materials 21 209.1 198.5 
Container products 234 ¢ 264.1 
Total Performance Chemicals H i 7419 
Total Grace Sales—core operations is R $1,453.5 


Pretax income from core operations 

before depreciation and amortization g i $174.7 

Pretax Operating Income: 
Davison Chemicals ] $100.1 
Performance Chemicals f ] 69.1 
Corporate operating costs 3 (89.3) 


(b) 


Income(loss) from continuing operations E $85.9 


Productivity Index cos! per $ of sales on 
aconstant $ basis with 1998 as base year 1.044 NA 


Capital employed: 

Capital invested in core operations $909.1 ¢ $1,057.5 
Alter tax return on average invested capital 12 5% 9 108% 
Capital expenditures $82.5 $2587 
Net noncore liability $(510.2) $(838.7) 


Cash Flow 

Operating activities $1373 27 $236.4 
Investing activities 79.2 370.1 
finaricing ceiniies (77.5) (621.3) 
Net cash flow $134.5 B $(20.7) 


Data Per Common Share 

Income (loss) from continuing operations $1.84 00 $1.16 
Net income (loss 1.92 3.53 
Average common shares outstanding (thousands) 70,749 73,993 


(a) Includes $16.1 million restructuring charge. {b) Includes $46.8 million restructuring charge 
Charts retlect 1999 amounts ($ in millions} 


Business Groups Global Scope Performance Trends 
Sales Operating Income 


Chemis! 
Cofalyth 


Sis 
Pode 
OCenracten 
Chemecl 
ade 
Natereis 
Cewteiner 
Prodecs 


tetany 
Cah 


ANFORMATION FOR INVESTORS 


Corporate Headquarters 
W. R. Grace & Co. 

7500 Grace Drive 
Columbia, MD 21044 


Transfer Agent 

Inquiries and changes to shareholder accounts 
should be directed to our transfer agent: 
ChaseMellon Shareholder Services 

RO. Box 3315 

South Hackensack, NJ 07606-1915 
(800)648-8392 


www.chasemellon.com 


Shareholder Services 

Inquiries from individual shareholders should be 
directed to our shareholder services department: 
W. R. Grace & Co., Shareholder Services 

7500 Grace Drive, Columbia, MD 21044 
(410)531-4167 


Publications 

To obtain additional information about Grace, 
request copies of the Company’s annual report 
on Form 10-K, quarterly reports on Forms 10-Q 
or current reports on Forms 8-K, write to: 
Investor Relations, W. R. Grace & Co., 

7500 Grace Drive, Columbia, MD 21044 or via 


E-mail at investor.relations@grace.com or call 
(410)531-4167 


Annual Meeting of Shareholders 
Wednesday, May 10, 2000, 10:00 a.m. 

Ten Oaks Ballroom, 5000 Signal Bell Lane, 
Clarksville, Maryland 


Trademarks 

Product names used in the text of this report are 
trademarks, servicemarks or trade names of 
operating units of W. R. Grace & Co. 

or its subsidiaries. 


This document contains “forward-looking” 
information. Future results may differ from those 
discussed here. Information on some of the factors 
that could cause such differences can be found under 
the heading "Projections and Other Forward-Looking 
Information" in Grace's current Annual Report on 
Form 10-K. 


GRACE 


7500 Grace Drive 
Columbia, MD 21044 


http://www.grace.com 


E-mail: investor.relations@grace.com 
Phone: (410) 531-4167 


Fax: (410) 531-4367 


The Grace 1999 Annual Report was printed 
a 
on recycled and recyclable paper 9 


All rights reserved. 


